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The Ohio Oil Company 
has attracted more than 
10,000 new shareholders 


in the past three years 


43,043" 


September 30 


Statement of consolidated income - Nine months ended September 30 








1957 1956 
Net Sales and Other Income . ........~. $219,129,472 $205,974,569 
Cost of Sales and Expenses (Exclusive of charges set forth below) . 157,475,498 148,484,802 
Depletion, Depreciation and Amortization . . . . . . . 18,437,229 18,168,317 
Provision for Federal Income Tax . . . . . . . . - «~~ 411,209,296 9,025,482 
NET INCOME FOR THE PERIOD . . . . . . . . . - $ 32,007,449 $ 30,295,968 
Net Income Per Share Common Stock . ...... . $ 244 § 2.31 
Shares of Common Stock Outstanding . . . ... . . 13,126,753 13,126,753 
Cash Dividends Paid — Per Share . . PIES 2. 13: _§ 1.20 $ 1.20 
Net Crude Oil and Natural Gas Liquids Produced — Barrels . 29,344,000 29,690,000 
Crude Oil Processed at Refinery — Barrels. Wana oar ee 11,289,000 11,984,000 


Subject to adjustment by independent public accountants upon completion of year-end audit. 


On October 30, 1957, the Board of Directors declared a dividend of 40 cents per share on common 
stock, payable December 10, 1957, to shareholders of record November 12, 1957. 


THE OHIO OIL COMPANY inziay, onic 


Producers + Transporters «+ Refiners + Marketers of MARATHON Petroleum Products 
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"'Full-ahead' 


means a lot 
in foreign freight |" 
says 





Captain 
Tri- port 


Ship via 
B.O's great thi-ports— 


NEW YORK 
PHILADELPHIA 
BALTIMORE 


Handling foreign freight problems with 
a full measure of dependability is rou- 
tine with B&O at any one of the great 
B&O Tri-ports. At New York, Phila- 
delphia or Baltimore, B&O port 
facilities are geared to the special needs 
of export-import shippers. Your cargo 
moves ahead more smoothly because 
of the close coordination between B&O 
traffic, operating and terminal people. 
And, if you ship via B&O, you'll enjoy 
the precise scheduling of B&O’s exclu- 
sive Sentinel Service on carloads, 
Time-Saver Service on L.C.L. and 
Tofcee Service for trailer-on-flat cars. 

Signal “‘full-ahead” to your foreign 
freight. Ship via B&O tri-ports. Ask 
our man! 


Foreign Freight Representatives at: 
NEW YORK 
Phone: Digby 4-1600 
PHILADELPHIA 
Phone: Rittenhouse 6-4500 
BALTIMORE 
Phone: LExington 9-0400 
WASHINGTON 
Phone: REpublic 7-6500 
CHICAGO 
Phone: WAbash 2-2211 


B.O 


BALTIMORE & OHIO RAILROAD 


Constantly doing things — better! 
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This announcement is neither an offer to sell nor a solicitation of an offer to buy any 
of these Shares. The offer is made only by the Prospectus. 


6,549,124 Shares 
Standard Oil Company 


(Incorporated in New Jersey) 


Capital Stock 


($7 Par Value 


Rights, evidenced by subscription warrants, to subscribe for these shares are being 
issued by the Company to the holders of its Capital Stock, which rights will expire 
at 3:30 P.M. Eastern Standard Time on December 18, 1957. 





Subscription Price $44 a Share 


The several underwriters may offer shares of Capital Stock at prices not less 
than the Subscription Price set forth above (less, in the case of sales to dealers, 
the concession allowed to dealers) and not more than either the last sale or cur- 
rent offering price on the New York Stock Exchange, whichever is greater, plus 
an amount equal to the applicable New York Stock Exchange commission, 





Copies of the Prospectus may be obtained from only such of the 
undersigned as may legally offer these Shares in compliance 
with the securities laws of the respective States. 


MORGAN STANLEY & CO. 


KUHN, LOEB & CO. THE FIRST BOSTON CORPORATION 
BLYTH & CO., INC. EASTMAN DILLON, UNION SECURITIES & CO. 


GLORE, FORGAN & CO. GOLDMAN, SACHS & CO. HARRIMAN RIPLEY & CO. 


Incorporated 


KIDDER, PEABODY & CO. LAZARD FRERES & CO. LEHMAN BROTHERS 
MERRILL LYNCH, PIERCE, FENNER & BEANE SMITH, BARNEY & CO. 
STONE & WEBSTER SECURITIES CORPORATION WHITE, WELD & CO. 
DEAN WITTER & CO. DREXEL & CO. HORNBLOWER & WEEKS 


F.S. MOSELEY & CO. PAINE, WEBBER, JACKSON & CURTIS WERTHEIM & CO. 


November 12, 1957. 
































a 











THE MAGAZINE OF WALL STREET 


C. G. Wyckorr, Editor-Publisher 


13907 


Our 50th Year of Service 





¢ 1957 


The Trend of Events 


A $64,000 QUESTION ... In his talk to the nation, the 
President posed three alternatives for meeting the 
greatly increased cost of an expanding scientific pro- 
gram. And the unpalatable nature of all three of 
these choices jarred the complacency of those who 
had not taken the time to reckon the cost. 

The first referred to the likelihood of new taxa- 
tion ; the second to an increase in the debt ceiling and 
resort to deficit financing; the third to the elimina- 
tion of many non-military government expenses in 
order to hold the debt ceiling inviolate. 

Altogether, the picture the President gave us of 
our economy is one that will call for serious and con- 
sidered thinking on the part of American citizens, 
and should be a warning to pressure groups that 
they will have to find their own way toward solving 
their particular problems. 

In this issue we are carrying a thought-provoking 
story dealing with the problem of national solvency, 
prepared and written for us by an outstanding ex- 
pert, and it is suggested for careful reading by our 
subscribers. It details the reasons why the debt ceiling 
must be maintained if it is at all possible to do so— 
especially at this time when so many seem inclined 
toward hysterical] spending of 


New Deal: “After all, it’s only money!” 

Much is being made of the circumstance that we 
are perilously close to crashing the debt ceiling. The 
figure varies. The fact probably is that there have 
been days when the United States owed more than 
$275 billion. Persons of great wealth, big corpora- 
tions, and even small subdivisions of government— 
the city or town—would be hard put to strike a pre- 
cise balance as of the end of this day, and be certain 
that the figures had real meaning tomorrow. Prob- 
ably one month from today, the Treasury could state 
on the oath of its auditors what today’s net debt was, 
but income and outgo in the interim, retirement of 
obligations and assumption of others, could change 
the picture. 

On the record, we have not penetrated the ceiling. 
The need and the temptation probably have been 
great. There isn’t the slightest doubt that today’s 
figure would be $280 billion or more, had Congress 
authorized it. There is a powerful drive in motion 
now to increase the allowable debt next vear. If it 
succeeds, expenditures will mount to crowd that 
limit, just as othey are crowding the present ceiling. 

The question to be presented to Congress within a 

few months is whether to 





any amount in order to sur- 
pass the Russians in the con- 
quest of space. 

Attempts which will be 
made to crash the debt ceiling 
next year and will force mem- 
bers of Congress to stand up 
and be counted, either on the 
side of economy or for the 
attitude Paul A. Porter ex- 
pressed in the heyday of the 





| tomorrow’s 
| regular feature. 


We call the attention of the reader to 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and business men. To keep 
abreast of the forces that may shape 
markets, 


raise the limit and solve the 
problem “the easy way,” or 
hold to the present boundary 
at the cost of savings in other 
government operations. This 
is a hard decision for the law- 
makers. Especially in an elec- 
tion year, when Federal! salary 
and wage increases, pork bar- 
| rel legislation, and the general 
| h.e.l. are combining to boost 
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the burdens of government. 

Payroll continues to be a big factor, yet it is one 
cost element in which the Eisenhower Administra- 
tion must be credited with fulfilling a campaign 
promise. Ike undoubtedly would be willing to share 
the credit with Senator Harry F. Byrd whose sub- 
committee on nonessential government expenditures 
(appointed at his behest) has worked without re- 
spite. The results show that a cutback in civilian jobs 
in the military establishment is nearing its goal: 
50,000 jobs have been abolished out of 60,000 slated 
for elimination. 

The U.S. Chamber of Commerce has conducted a 
survey which discloses a spurt in school building 
construction which is overtaking the demand; says, 
in fact, continuance of present activity would pro- 
duce a surplus in five years. No one contends there 
has been even distribution of the new classrooms. 
There still are communities which are woefully be- 
hind in meeting demands. But the data seems a com- 
plete rejection of the notion that the Federal Govern- 
ment should go into a national school building pro- 
gram. A selective move, yes, but building schools in 
states which already are meeting their needs, no. 

The White House is expected to propose an in- 
crease in the permissible public debt. If the Presi- 
dent’s estimate of $1-2 billion more for missiles and 
related work stands, Senator Byrd and others say 
the increased costs can be, met within a budget ap- 
proximately the size of this year’s estimates. That 
means cutting other appropriations bills which, in 
turn, means thinking in national and not regional 
or local terms. 


HOW MUCH LONGER? ... Is loyalty to a man greater 
than loyalty to the country? That is a question that 
many of us are asking ourselves regarding the con- 
tinuance of Secretary of State Dulles in office, despite 
the piling up of evidence that he has been out- 
maneuvered time and again not only by the Russians 
but our friends as well. 

In our lifetime, no Secretary of State has been 
so criticized by friend and foe alike and remained 
in office. This is particularly surprising in the light 
of the critical state of world affairs. 

Russia’s ‘“sputnik diplomacy” is completely 
swamping Mr. Dulles, so that it requires a much 
stronger man to solve the problem of NATO and 
the spirit of unity so necessary among the Western 
powers. For, unless this is accomplished, we will be 
giving Russia a victory that has been her greatest 
dream—that of a disunited Europe which she can 
threaten into neutralizing American bases now 
strategically placed in the various countries. 

Thus far Mr. Dulles seems to have had no answers 
to Krushchev’s bombast, further emphasizing the 
charge abroad that America lacks the quality of 
leadership to meet the Russian challenge. 

At home we feel the same way. Only more so— 
because the failure of Mr. Dulles affects our lives— 
and our well-being adversely. 

By inviting Mr. Stevenson to either perpetuate 
his mistakes, or to share the responsibility for the 
decisions to be made at the NATO meeting in Paris 
is a terrible sign of weakness—an admission that 
things have been going badly, and that Dulles does 
not know how to solve them, or no longer wants 
responsibility for decisions. 

How can we sit still and let such a situation con- 
tinue? For the approach to NATO has already been 
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weakened by the disarmament issue in the United 
Nations, where Russia has scored a diplomatic 
triumph in forcing the membership of the Disarma- 
ment Commission to be drastically enlarged—in the 
face of the firm resolve of the United States to hold 
it to five members. 

Russian strength has always been a matter of 
guesswork, and vet we have lost out to her superior 
diplomacy even at her weakest moment. Any student 
of history knows that the fall of Greece, Rome, the 
great Ottoman Empire, and, in earlier days, the 
fabulous Persian State (to cite some familiar ex- 
amples) were conquered by weaker powers that 
had nothing to lose. That in every case the softness 
resulted from excessive wealth, inefficiencies, weak- 
ness and incompetence of the leaders, in which 
indecisiveness was a basic factor. At home it meant 
the tolerance of corruption at every level, a weaken- 
ing of the moral fiber of the people that communi- 
cated itself to the rest of the world until the nation 
was ripe for destruction. 

That is why Krushchev did not hesitate to say 
that the next war would be fought on American soil. 
His contempt for the United States is enormous. 
He sees us as an undisciplined people that can read- 
ily be intimidated through our weak leadership—and 
his supreme confidence impresses the rest of the 
world, who have lived history. 

As events make it clear, we must set to work to 
put our house in order if we are to win back the 
respect of the world, that consider a nation to be 
as weak as its leadership, and will kick us around 
as long as we will let them. 

At this crucial time in our history, Mr. Dulles, 
who is without effectiveness either at home or 
abroad, should resign and let a stronger man take 
his place. It is imperative —for he personifies our 
failures abroad. 

—CHARLES BENEDICT 


CURE FOR INDIGESTION ONLY? ... The reduction in 
the discount rate to 3% was welcomed in various 
quarters. But, it must be recognized that in taking 
this step the Federal Reserve firmly established the 
fact that the discount rate is now an instrument of 
policy rather than a reflection of monetary condi- 
tions. Many bankers have already expressed doubts 
that there will be a sudden outpouring of loanable 
funds, since bank reserves are still low. And the 
Federal Reserve has as yet taken no steps to ease 
this reserve squeeze. 

However, loosening the money rate had the 
prompt effect of moving a number of undigested se- 
curities recently offered that have cluttered dealers’ 
shelves. It gave a fillip to the Federal bond market— 
promoted a quick rally in the stock market—and will 
make it easier for the government to resort to deficit 
financing. What else it is going to accomplish is in 
the realm of speculation, for bankers who have be- 
come more meticulous about taking risks are not go- 
ing to change policies because of slightly lower rates. 
Neither will businessmen who have put off borrow- 
ing because of less satisfactory business prospects, 
be stampeded into new loans. 

The reason given by the Federal Reserve Board 
is that inflation is on the wane, but the evidence at 
hand is still inconclusive. The government’s cost-of- 
living index has been steadily advancing, and at the 
consumer’s level there is little cause for conviction 
that the inflationary threat is done with. 
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As 9 Seo Jt! 


By CHARLES BENEDICT 


THANK YOU, MR. KRUSHCHEV 


That is the least we can do, for we needed 
just that touch of scorn in his voice to put us on our 
mettle—to wake up the lazy giant that is the United 
States, to a realization that we were taking too much 
for granted. 

But we have always done that—relying on our in- 
genuity to save us at the last moment. This has been 
particularly true in war time. Thus, when the Con- 
federacy invented the Merrimac, the North was not 
far behind with the Moni- 
tor, which neutralized it. 
In World War II, German 
and Japanese military 
technology was substan- 
tially ahead of ours — and 
yet our scientific and in- 
dustrial know-how — to- 
gether with our manager- 
ial common sense genius— 
and the free-thinking that 
comes to us in a crisis — 
closed the gap. 

However, the great 
changes that have taken 
place since World War II 
and the rapid obsolescence, 
plus the heavy costs in- 
volved, have caused us to 
make haste carefully in the 
field of armament. We have 
not been in a race with 
anyone. But, we have con- 
centrated on revamping 
and expanding our entire 
industrial economy — and 
building trade for our 
products in civilian mark- 
ets at home and abroad. 

The sputniks and the little dog sent out of this 
world into outer space, was a grandstand play by the 
Russians, for even Mr. Krushchev knows that our 
American scientists need not take a back seat to any- 
one. But his gloating and taunts brought us up 
sharply to the significance behind his words and its 
challenge to the security not only of the United 
States, but of the whole world. 

And while the Russian threat naturally will oblige 
us to think in terms of weapons—in a larger sense, it 
has stirred up a more urgent realization of the chal- 
lenge and the immediacy of new adventure that it 
implies. Adventure that we will approach in the 
American way—in the main, by concentrating our 
scientific skill to improve the lot of man—to raise his 
standard of living so he will not continue to grovel 
in the dust and dirt that we find so prevalent in the 
ancient and undeveloped countries of the world. 

We will not follow Russia’s direction, but will set 
our own pace—for we Americans are moved by the 
pitiful spectacle of children drinking water out of the 
gutters, and the shocking sight of flies resting on 
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the eyelids of blinded children, men and women—a 
degrading picture of mankind that doesn’t interest 
Mr. Krushchev or the ruling clique of the Soviet 
Union one iota. 

We are determined that the life we are attempt- 
ing to preserve from the Russian threat will be 
worth living. 

The suggestions of a crash program for scientific 
education is all right as far as it goes, but, more im- 
portant, is the complete re- 
vamping of our whole edu- 
cational system, which has 
long been wallowing in a 
sea of mediocrity. 

In the current almost 
hysterical atmosphere we 
must be careful not to per- 
petuate our basic errors by 
concentrating our efforts 
on quantity, but must 
work for quality. We will 
not outdo the Russians by 
turning out more scien- 
tists —but by producing 
better ones. And this will 
not be accomplished by 
merely budgeting x num- 
ber of dollars or offering 
y number of scholarships. 
Rather there must be an 
upgrading in the quality 
of our education. 

One of the most inter- 
esting aspects of the 
European system is that 
after a basic education has 
been attained, further pro- 
gress through the school 
system is dependent on both the talent, capacity and 
the interest of the student. There are no “free 
loaders”— with courses in skiing, golfing, bridge and 
other frivolities counting as credits toward a degree. 
Those who pass into higher institutions have been 
well prepared, have the desire to learn, and have 
already cultivated the study habits and love of 
learning that is necessary if education is to be a 
meaningful thing. 

Unfortunately too many in this country are under 
the impression that mere exposure to the “hallowed 
halls”, or four years spent behind “ivy walls” is suffi- 
cient to make an educated man. Nothing can be 
further from the truth. 

But the setting up of a sound educational system 
is not enough. It must be supplemented by the inter- 
est and support of parents and the proper kind of 
discipline. We must build character and understand- 
ing, in addition to learning, if we are going to de- 
velop the kind of citizens upon which the future of 
the United States can depend to meet the challenge 
of the future. 
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“Markets” Within The Stock Market 


Dramatic reversal of official tight-money policy sparked a sharp market rally. Bond prices 
responded immediately and good-grade common stocks also improved vigorously. Position 


for most cyclical issues is not greatly changed. Business recession cannot be halted for some 


time. We continue to advocate a discriminating, generally conservative investment policy. 


By 


r 

hhis was the market picture prior to the final 
trading session last week: The industrial average 
had rebounded about 21 points from its October 22 
low to an October 31 rally level around 441. It then 
drifted downward for the better part of two weeks, 
giving up about 60% of the rally and appearing on 
the verge of a test of the October low. The forlorn 
and largely friendless rails, which had been able to 
stage only a modest one-day rally from their October 
22 low, had resumed their downtrend, extending the 
decline from the May, 1956, top to about 42%. The 
utility average was holding close to an October 31 
rally level of 65.75, against October 22 low of 62.10. 


A, TF. 


MILLER 


Most other income stocks were holding well. Rallies 
in missile-aircraft stocks dominated much of the day- 
to-day market news. Many industrial stock groups 
were soft. A few, with relatively good earnings pros- 
pects, were firm. The bond market was improving 
slightly. 

And then came the surprising over-night news of a 
reduction in Federal Reserve rediscount rates from 
314 to 3%, following seven successive increases (the 
final one as late as August of this year) since April, 
1955—thus dramatically signalling a reversal of the 
official tight-money policy for the purpose of trying 
to cushion business recession. It was surprising be- 
cause the expectation had been that the 





THE MARKET IS A TUG-OF-WAR . . 
PRODUCES THE FLUCTUATIONS 


MEASURING MARKET SUPPORT 


CONSTANTLY SHIFTING SUPPLY & DEMAND 
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Federal Reserve would start to shift by 
a gradual, unspectacular increase in the 
bank-money supply via open-market 
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July top. In the present situation, psy- 
chology had been blue for some time, 
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October low, partly in correction of de- 
cided over-valuation of stock prices at 
the July highs, partly in allowance for 
some degree of business recession. Thus, 
the market was ready to respond to any 
surprising good news. So it rallied 
sharply last Friday, mainly under in- 
dustrial and utility leadership. The util- 
ity average extended its October- 
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cy, the only way we have 

of eliminating it is in tak- 
ing losses from time to 
time.” In short, the Federal Reserve can do no more 
than “lean against the wind” of deflation, as it pre- 
viously leaned against the wind of inflation. Despite 
its restrictive policy, we got inflationary excess in 
prices, in consumer debt, in inventories and in ex- 
pansion of industrial capacity. Easier money—which 
would have come in due time anyway as a result of 
business recession and consequent reduced demand 
for credit—does not wipe out these excesses. They 
have to be corrected in the usual way by deflationary 
adjustments. About all that can be said is that credit 
policy, mainly via its influence on psychology, can 
help somewhat in holding the recession within mild- 
to-moderate limits. 

In 1953, with the Federal Reserve shifting from 
a tight-money to an easier-money policy, the market 
made its low in September. The production index did 
not begin to rise until the early autumn of 1954, 
roughly a year later. In view of the subsequent price 
inflation and the _ record-breaking capital-goods 
boom, the Board has been criticized for shifting too 
fast and too far in 1953. Hence, it had been thought 
that a policy change in the present instance would be 
gradual and cautious. 

Why is it otherwise? The fact that the production 
index dipped another 2 points in October to 142, 
against peak of 147 last December, is not an ade- 
quate answer. Neither is the moderate rise to date 
in industrial unemployment. Perhaps the Board con- 
cluded that the risk of encouraging a new inflation- 





ary boom, via credit policy, is more imaginary than 
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real in the existing situation. It will take time for 
demand to catch up with present industrial capacity. 
There could be some improvement—no boom—in capi- 
tal outlays by, say, 1960. Another housing boom is 
distant, even though mild betterment is in sight. The 
auto industry seems years away from matching its 
1955 boom production. No particularly strong re- 
vival of over-all retail trade, now trending down, is 
foreseeable. Despite increased emphasis on missiles, 
total Federal spending may increase only moderately 
in calendar-year 1958. The rise in state and local 
government spending probably will continue. 

So, second thought could be that the monetary 
authorities are advertising their increased alarm 
over deflationary prospects and potentials. Although 
they might rally further, most heavy-industry and 
other cyclical-type stocks remain risky. Instead of 
adding to holdings here, we would use rallies to pare 
them. The bond market has certainly seen its low, 
and probably will trend irregularly upward for some 
time. That, plus stable-to-good earnings, implies 
that utilities and most other good-grade income 
stocks are likely to show greater stability—depend- 
ing on how business holds up in local areas. 

Possibly the industrial average could have a zig- 
zag recovery to within the 455-465 area (roughly 
4%-6% above recent best levels) by, say, early Janu- 
ary, to be followed by another downslide test. In earn- 
ings, dividend yields and the moderate spread be- 
tween stock and bond yields there is no basis for gen- 
eral investment enthusiasm. 

—MONDAY, NOVEMBER 18. 
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What Business Looks Like 


In Various Sections of the Country 


— By State—By Region 


By JOHN RICHARDSON 


During the last few years prosperity has been 
distributed fairly evenly throughout the country. 
Farm states have lagged at times, owing to the 
drop in farm prices; and “rolling adjustments” have 
temporarily affected various industrial areas, such 
as Detroit in 1956 when auto sales slumped—or Pitts- 
burgh in 1954 when purchasing agents trimmed in- 
ventories. But on the whole, all sections of the 
country showed fairly uniform gains in consumer 
income and retail sales. 

Now, however, the readjustment in business that 
has been under way for several months is beginning 
to result in marked differences in economic condi- 
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tions among the various regions. Some, such as the 
South West demonstrate sharply conflicting pat- 
terns. In Texas and those parts of New Mexico 
where the economy is tied closely to oil production, 
the slump of this major industry has been an un- 
settling factor. But, conversely farm conditions are 
improving in much of the area, and a new burst of 
plant construction, especially in Arizona and New 
Mexico, is raising incomes and increasing retail 
sales. 

Other areas are showing surprisingly good de- 
pression-resistant characteristics also, while some 
are exhibiting quite the reverse, and seem likely to 
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lead in any downward movement. 

Interestingly, some of the states that made the 
best showings in recent years are reporting the 
sourest retail sales figures, currently, In the south- 
ern California area, defense cutbacks in aviation 
plants have hit hard, and the backwash has upset 
many of the smaller electronic component makers. 
Farther up the coast, the prolonged lumbering slump 
has lowered incomes in Washington and Oregon; 
and the entire area has been affected by a slower 
pace of new construction and metal fabrication. 


The California dip could be short-lived, if the ad- 
ministration steps up the pace of the missile program, 
and generally calls a halt to the slowdown in defense 
spending. But in the heavily industrialized mid- 
western states of Ohio, Indiana and Illinois, where 
layoffs are beginning to result from capital spending 
<a the readjustments may be more pain- 
ful. 

Moreover, that area, with its important concentra- 
tion of population and business investment is such 
a vital sector, that events there can affect the entire 
nation. Till now, these states have enjoyed unprece- 
dented prosperity, piling one record-breaking year 
on top of another, but the notorious “feast or 
famine” aspects of capital goods industries are 
again manifesting themselves. 

Compounding the difficulties in the midwest has 
been the discontinuance of overtime payments in 
many defense plants, and the aircraft cutbacks in 
important cities, such as Cleveland and Columbus, 
Ohio. But the wariest eye is being kept on Detroit, 
where so far, employment has held steady as the 
automakers step up production of new models. Deal- 
ers are still building up inventories of 1958 cars and 
until the process is completed early in the first quar- 
ter, no real test of the strength of the auto market 
will occur. An adverse consumer response to the new 
models will have serious implications both for the 
immediate area, and the economy of the whole na- 
tion. Good demand, on the other hand, would be of 
inestimable value in rebuilding confidence, and may 
halt the downward trend in capital spending. 


Consumer Spending Plans in Doubt 


One of the most universal phenomena, and not a 
surprising one, is that in all sections of the country 
retail trade has proved vulnerable to news of rela- 
tively minor lay-offs in defense or other industries. 
Job uncertainty has made consumers less inclined to 
contract debts to buy merchandise (a factor which 
does not bode well for auto sales). Consumer income 
remains at, or near, record breaking levels, but in 
most areas fears that overtime pay will be cutback, 
or that job tenure may weaken are tending to neu- 
tralize this vast spending power. Since more and 
larger layoffs are undoubtedly coming, particularly in 
the Middle West, New England and the Middle 
Atlantic States, this does not augur well for retail 
sales in these areas, either for Christmas 1957, or 
for the first few months of 1958. 

How much consumer income will be affected in 
the several regions will depend not only on the 
extent and duration of the capital goods slump, but 
on the measures the government may take to stimul- 
late business activity and consumer confidence, So 
far, concrete administration proposals to deal with 
an impending recession have been lacking, but fol- 
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lowing the President’s “science” talks to the people, 
it is reasonable to expect a follow through designed 
to rebuild faith in the economy, as well. 

In the following discussions of the principal sec- 
tions of the country, the reader will obtain a fairly 
rounded picture of the current state of business, em- 
ployment and income, on a regional basis—as well as 
some indication of the extent to which they can be 
expected to respond to economic stimulants. 


New England Still Slumping 


In New England, several industries have slumped 
sharply. Backlogs of machine tool producers in the 
Connecticut Valley and elsewhere have been sharply 
reduced, forcing lower levels of production. Textile 
production too, is below the levels of last year, along 
with leather goods, paper, and primary metals. The 
manufacturing index for New England was down 
4 points as long ago as last July, whereas in the 
United States as a whole, the manufacturing index 
was unchanged at 146 at that time. Since July, fur- 
ther slippage has occurred, with the national index 
down to 144 or even lower. 

This downward movement on a rather broad in- 
dustrial front has been reflected recently in a weak- 
ening of retail trade in New England. For example, 
in the four weeks ended, Nov. 2, department store 
sales in the First Federal Reserve District (Boston) 
were down 4 per cent, on a dollar basis. Allowing 
for the rise in prices during the last year, unit vol- 
ume was down even more than that. In some New 
England areas, the decline in confidence has resulted 
partly from defense layoffs. Thus, in the Hartford 
area, United Aircraft, which holds a substantial 
part of the nation’s jet engine contracts, recently 
dismissed 600 workers and announced that 1,400 
more would be laid off in three plants by Jan. 1. 

In the Second Federal Reserve District, which in- 
cludes New York and New Jersey, defense cutbacks 
have similarly been felt. Hardest hit area here has 
been the Long Island aircraft compiex, Republic 
Aviation and its suppliers laid off 5,500 workers, 
creating uncertainty in other plants. 

The big New York financial capital has also been 
shaken by the stock market decline. This has tended 
to induce many employers to trim costs and lay off 
workers here and there. Luxury buying by those hit 
by lower stock prices has been reduced, and the 
impact may be even heavier during the Christmas 
shopping season. 

Industrial activity in New York and New Jersey 
is largely dominated by the apparel industry, and 
these lines have also been hurt by reduced consumer 
spending. The Patterson, New Jersey area in par- 
ticular has suffered. 


Heavy Industrial Areas 


In Eastern Pennsylvania, reduced steel plant 
operating rates are causing not only steel layoffs, 
but with carloadings dropping fast, railroad workers 
are also skating on thin ice. 

Construction is also lagging in the area, reflecting 
reduced steel expansion outlays, and indications 
point to a greater than seasonal drop in cement out- 
put from the Lehigh Valley area. Coal mining areas, 
on the other hand, though off slightly from their 
peaks, are holding up relatively well, as utility oper- 
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Boston: Reduced output in machinery production and 
textiles and some stretch-out of aircraft engine de- 
liveries in Connecticut has been reflected in poorer- 
than-expected sales at retail levels. Rate of industrial 
construction down sharply from a year ago. Outlook 
for Christmas trade not as good as last year. 


New York: Defense cutbacks on Long Island and upstate 
have decreased consumer confidence. Apparel business, 
the major employer, may soon feel effects of reduced 
P g. Commercial and industrial construc- 
tion, at high level, exepected to ease off. Electrical 
machinery upstate still strong. 


it 





Philadelphia: Steel and metal working industries, oper- 
ating well below capacity, likely to show little upturn 
for at least a year. Railroad carloadings, dropping to 
lower level, expected to touch off additional rail lay- 
offs. Freight car building program slowing down. Tight 
money, uncertainty, curtailing plant construction. 


Cleveland: Construction of plants and new machinery 
investments expected to dip at least 10 to 20 per cent 
in 1958. Steel output, running below 80 per cent of 
capacity, will do no better than hold steady in first 
half. Layoffs by machinery and steel producers is af- 
fecting di as reflected in drop in de- 
partment store sales. 





Richmond: Cotton textiles showing weaker tone. Soft 
coal output, below year ago, heading for lower levels, 
due to reduced steel rate, lower exports, etc. Tobacco, 
cotton crops in decline. Industrial growth is not rapid 
enough to take up resulting slack in farm employment. 
Construction down from a year ago. 


Atlanta: Diversified crop and soil bank income has 
helped to sustain retail trade. Cotton textiles, oil out- 
put and steel production r i at reduced levels 
from early part of year. Industrial ‘growth through new 
plant construction holding up better than in most parts 
of the country, chiefly in Florida and Louisiana. 





Chicago: This heartland of heavy industry is feeling 
effect of reduced backlogs and inventory cutting in 
machinery manufacturing and appliance lines. Auto 
output still holding up and likely to continue so in first 
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quarter, but thereafter, seasonal cutbacks may be 
fairly sharp. Threat of big auto strike June 1, 1958 in- 
cr c di g declining, due to scattered 
layoffs, and general reduction in overtime. 





8. St. Louis: Cautious buying by retailers caused by recent 
dip in store sales. General industrial growth good com- 
pared with national average. Strikes in certain areas, 
and lay-offs by aircraft and appliance producers have 

e. Continued disappoint- 

ing “showing of appliance and steel manufacturing 

plants expected to continue through first half of 1958. 

Farm income steady. 





9. Minneapolis: Reduced iron ore and copper mining to- 
gether with leveling off of industrial output are partly 
offsetting gains in farm income resulting from better 
crops. R t decline in lumber industry may be ended 
next year if housing construction holds steady or 
gains. Basic factor in area is harvest of second largest 
grain crop and improved outlook for livestock and 
farm income. 





10. Kansas City: Incomes in this farm area up from a year 
ago. Feed and pacture conditions improved, pointing 
to continued good conditions in 1958. Retail trade 
steadier than in most other regions but nevertheless a 
bit lower. Construction steady. 


11. Dallas: Improvement in cotton and other crops has only 
partly offset reduced activity in oil well drilling and 
defense plants, thus far. But any further slippage in 
industrial output, and oil production will show up in 
general reduction of trade and construction. Changes 
in oil production make impact felt on entire Southwest, 
as reflected in sharp gains in recent years. 


12. San Francisco: Stretch-out and cancellation of aircraft 
orders, with accompanying layoffs, have chilled retail 
trade. Higher missile spending not likely to provide 
quick stimulus to employment or confidence. Retail 
trade well below year ago, particularly in Los Angeles 
defense areas. Population growth continuing. Crude oil 
and lumber output down sharply. Mining hit by lower 
prices for copper. Outlook for long term growth still 
good. 
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ations continue in high gear and export shipments 
continue at good levels. 

In the heavy industrial Fourth and Seventh Re- 
serve Districts discussed earlier, slowdowns stretch 
across a broad industrial front. Among the machin- 
ery lines affected by the dip in capital investments, 
are foundry equipment, industrial furnaces, materi- 
als handling and road building equipment. The lat- 
ter field expected a big boom with the launching of 
the Government’s 13 year Federal Highway pro- 
gram in 1956. But road construction has been 
slow in getting under way, and meanwhile big in- 
ventories of earth moving equipment have accumu- 
lated. By next Summer, the highway program may 
be moving ahead, but it will take time to liquidate 
the inventories and book new orders, 

In Chicago conditions are much the same as in 
the Cleveland area. Here too, steel output is off and 
agricultural and industrial machinery lines are lag- 
ging. Hopes depend largely on an upturn in auto 
output, if the 1958 models meet with consumer 
favor. But auto makers themselves are not forecast- 
ing much more than a continuance of the 6 million 
car a year gait of the last two years. 

The dip in home construction this year has also 
proved damaging to the industrial north, where 
much of the nation’s home equipment is manufac- 
tured. If money conditions are eased, home construc- 
tion may improve, and already, measures have been 
launched to attract more mortgage money. But it 
seems unlikely that any important gain in home 
construction can offset the dip of 7 to 10 per cent 
in plant investments next year. 


The Industrial South 


In the Fifth Federal Reserve District (Rich- 
mond), farm conditions have not responded as well 
as they have in the Middle West, to efforts to bolster 
rural incomes. The tobacco and cotton crops of the 
Middle Atlantic states have been diminishing in 
importance as other Southern and Southwestern 
states intensify their efforts in these crops. 

Textile manufacturing, too, has been dipping here 
owing to recent overproduction, and prices of fabrics 
appear to be softening. This area has been working 
hard to attract new industries to offset the decline in 
cotton and tobacco. The new plants established here 
in recent years have substantiatlly improved the 
average annual income per person, but the level is 
still well below the national average. The pace of 
new plant recruitment is likely to be slower over 
the next year or two. 

In the Southeastern area conditions are somewhat 
better than in the Middle Atlantic area, owing to 
more crop diversification, soi] bank payments, and 
the increased movement of industry into the area. 
Florida, particularly, has been enjoying a land 
boom, as a result of the entrance of new aircraft 
instruments and missile plants, and because of the 
appeal of the state as a residence to many older 
workers and pensioners, In the past, Florida has 
often paid a price for its recurrent booms, but the 
industrial basis of the present one appears to be 
sounder than those of the past. In other parts of 
the Sixth district, however, such as Louisiana, the 
dip in oil production is hurting local economies. 

In the Eighth Federal Reserve District, industrial 
activity has been easing lately, particularly in steel, 
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appliances and some aircraft plants. Missouri has 
been successful in winning 110 new industrial plants 
during the first six months of the year. But here, as 
elsewhere, the labor relations outlook has become 
more threatening. Strikes have tied up several 
plants, and a pronounced trend towards increased 
labor tension throughout the country appears to be 
under way. In large part, this results from inability 
of manufacturers to pass along the high cost of in- 
flationary wage settlements. 


Farming and Mining Districts Have Mixed Trends 


The complexity of our economy and the inter- 
dependence of the various sections of the country 
makes it virtually impossible for any one area to be 
immune to generally unfavorable developments. 
Thus in the dairy and farming Ninth District, farm 
income so far is holding up well, after the price 
slump in 1956, but northern Minnesota’s mining 
economy is slowing down, as demand for ore slack- 
ens. Furthermore lake shipping activities have shut 
down earlier this year than in the recent past, dent- 
ing the area’s disposable income. A winter shutdown 
of ore-boat activities is the rule, but this year it may 
be accompanied by a decline in laker shipbuilding 
as well. Furthermore, after the ice thaws in the 
spring it is unlikely that activity will return to the 
levels of a year ago. 

Farther west, mining activity in the Montana 
copper-belt has slumped off sharply as high-cost 
units have been taken out of production, and other 
mines slow their output. Uranium mining activity 
continues at a steady pace in Colorado, and gold min- 
ing activities may pick up slightly, but neither offer 
enough stimulus to offset other declines. 

As mentioned earlier, the Southwest presents a 
more varied picture highlighted by an agricultural 
comeback for the dustbowl, and industrial activity in 
Arizona and parts of New Mexico. Nevertheless oil 
and natura] gas dominate the region, and these are 
definitely off from their earlier peaks. Some hopes 
are held out that the unhealthy oil inventory picture 
will be worked down in the early months of 1958, 
but so far it is more hope than promise. 


Summing Up 


Toting up the region-by-region picture, it is ap- 
parent that most areas are in the early stages of a 
recession that has some earmarks of being more than 
a “rolling adjustment.” Those most closely identified 
with capital goods industries, as in all recessions, 
will feel the pinch earliest and probably longest. 
But all areas in which overexpansion of productive 
facilities has been the rule may find the adjustment 
painful, although there is nothing in the wind to in- 
dicate that it will be disastrous. 

The present trend has already gathered enough 
momentum to carry it well into the first half of 
1958, but by the latter part of the year new stimu- 
lants may begin to appear. Roadbuilding programs 
should get off to a good start in the spring; the last 
election witnessed a sizeable amount of schol con- 
struction and authorizations. 

So far some of the water is being squeezed out 
of the speculative excesses of the boom years. There 
is no reason to suppose that any more than this is 
in the making. If true, it may be all to the good. 
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By PAUL J. MAYNARD 


NATIONAL SOLVENCY 


Key To American Leadership 


@ Humphrey Says — We must hold the line — it is fatal 
to raise the debt ceiling 


@ The Voice of Expediency Says — Let's do away with 
the debt ceiling — the sky is the limit 


@ Voice of Common Sense Says — Do we want to pay 
the price of insolvency — and what does it mean to 
all the people of the U.S.? 


Between now and February most Americans can look forward 
to some happy times. For the kids there’ll be the Thanksgiving 
turkey and the visit from Santa Claus. For the winter sport 
enthusiast the period ahead promises hours of skiing and skating. 
For the party-goer there’ll be a round of Christmas parties and 
the big blast on New Year’s eve. For everybody (especially wel- 
come to the morning-after set) there’ll be the bracing weather 
that usually aecompanies a drop in the thermometer. 

But one prominent U.S. citizen — Treasury Secretary Robert 
Anderson — isn’t especially looking forward to the next three 
months. The reason is understandable: He’ll be sweating out a 
tight fiscal squeeze. The Treasury boss will have to pay a flock 
of Government bills with only a relatively small amount of cash 
in his pocket and with his power to raise more cash restricted. 

Secretary Anderson’s problems are not new. They are the 
same ones that often kept his predecessor, George Humphrey, 
burning the midnight oil. The U.S. lag behind Russia in missiles 
may well keep the White House working long into the night in 
the weeks ahead. Chances are the block-long Treasury Building, 
across the street, will also be ablaze as Secretary Anderson and 
his aids figure out ways to pay the bills without breaking the 
law by over-borrowing. 

The next few months will be a tough period for the Treasury 
because its tax take will be skimpy while Government spending 
will stay high. There’d be no problem, of course, if Secretary 
Anderson had plenty of borrowing power. But he has less than 
$1 billion leeway under the $275 billion public debt limit set 
by Congress. 

In the past few years Treasury Secretary Humphrey asked 
Congress for—and got—a temporary hike in the debt ceiling to 
tide him over until heavy March tax receipts flowed in. This year, 
however, the Administration figured it could get by without an 
increase in the ceiling. 

In order to avoid exceeding the limit the Administration 
ordered a hold-down on Federal spending. The single most im- 
portant action was the $38 billion lid slapped on defense spending 
in the current fiscal year. From this action there stemmed a 
number of stretched-out production schedules, limits on over- 
time, restrictions on payments, and cuts in the armed forces. 


THE MAGAZINE OF WALL STREET 


nil 


Sle 


sa 
er. 
30 
fo 
re 
mM 
gr 





al 


th 


ig 
we 


d 
l- 
ig 


OE 


Then came “sputnik” and a month later, ““mutt- 
nik”—with all that these “moons” implied for Rus- 
sian military missile prowess. 

It is not yet clear what impact Soviet missile and 
satellite accomplishments will have on over-all Fed- 
eral spending. President Eisenhower, in his October 
30 press conference, admitted that the once-hoped- 
for $38 billion defense spending ceiling in the cur- 
rent fiscal year would be exceeded by at least $400 
million. This extra spending probably won’t add 
greatly to the Treasury’s troubles of staying under 
the debt limit in the next few months because it 
will take some time before the accelerated programs 
are reflected in demands on the Treasury. Neverthe- 
less, the spending speed-up can hardly be cheering 
to Secretary Anderson. 

The other side of the fiscal ledger—tax receipts— 
also contains some worries for the Treasury Boss. 
The consensus among business leaders and econ- 
omists seems to be that business is going to move 
sideways for the next six to nine months. A sizeable 
number of economic seers, however, are more pes- 
simistic: they see a “moderate” recession in the 
months ahead. 

All this raises the possibility that the Treasury’s 
tax take may well suffer—whether business recedes 
or merely fails to expand. It is significant that the 
President’s Council of Economic Advisors estimated 
in October that corporate profits before tax in the 
second quarter, at $42 billion, were down $400 mil- 
lion from the same period a year earlier. On the 
brighter side: personal income in September ran at 
$346 billion annual rate—$15 billion over a year 
earlier. 


Holes in the Ceiling 


With Soviet satellites pulling up Federal spending, 
and the business pace threatening to push tax re- 
ceipts down, what’s the outlook for the next few 
months? Will the Treasury get through until the 
tax dollars come flooding in in March? 

Barring an international blow-up, the answer in 
all likelihood, is yes. The public debt will probably 
nudge the ceiling, but the Treasury will squeak 
through, (it'll come fairly close to the limit when it 
completes its cash borrowing towards the end of 
this month.) 

One reason that this prediction is safe is so obvi- 
ous that it is often overlooked: the Treasury can’t 
do anything else. With Congress out of town the 
ceiling can’t be raised and the Treasury must stay 
under it. A United Press reporter posed this ques- 
tion to the Treasury on October 31: ‘“‘What happens 
if the debt goes over the limit?” To which a Treas- 
ury official promptly answered: “It just can’t, that’s 
all there is to it. No matter how rough things get, 
we have to stay within the ceiling.” 


There are several other reasons why the Treasury 
won’t exceed the borrowing limit. A breakthrough 
can be avoided by simply skirting around the ceiling 
—with the help of some financial gimmicks. 

One gimmick that will probably be used before 
the year end (it was used by Secretary Humphrey 
in the 1953-54 struggle with the debt limit) involves 
the remaining $495 million of free gold in the cash 
balance. This gold represents part of the “profit’’ 
the Government made when it devalued the dollar 
in 1934. The Treasury could issue gold certificates 
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against the yellow metal, turn them over to the 
Federal Reserve, and receive a deposit credit on 
which it could draw checks to meet Government 
bills. 

The way the Treasury handles the gold transac- 
tion will determine its impact on the economy. For 
example, the move would tend to have inflationary 
effects if the Treasury simply spent the deposits 
created by the “Fed’’. Presumably, the Administra- 
tion would be much less averse to doing this in a 
time of business ease than it would in a boom. If 
the gold was used to reduce the public debt, as was 
the case under Mr. Humphrey, there would be no 
inflationary impact. 

Another gimmick available to the Treasury is 
the borrowing power of various public corporations, 
Their borrowings do not come under the public debt 
ceiling. This technique was used only a few weeks 
ago. The Federal National Mortgage Association 
raised some $800 million in mid-October by selling 
its own notes in the public market. It then used the 
proceeds to repay Treasury indebtedness. Various 
other public corporations could be called on to do 
the same thing. 

Yet another way Secretary Anderson can squeak 
through under the wire is to let the cash in the 
Treasury’s kitty run down. At the end of October 
the cash balance stood at about $414 billion. It can 
be pulled down much further than that; last Janu- 
ary 16, for instance, it was down to just over $2 
billion. It’s one thing, of course, for the Treasury to 
let its cash run low when it has authority to borrow 
more money. But a low cash balance—and no more 
borrowing authority—is enough to give any Treasury 
Secretary the sweats. 

Ever since the Soviet earth satellites began spin- 
ning around the earth there have been demands that 
Congress scrap the debt ceiling so the Government 
“wouldn’t be hindered” in “catching up with the 
Russians.” Why should we let an arbitrary limit on 
our debt stand in the way? The ceiling is no real 
ceiling anyway, the argument goes, because Con- 
gress can raise it any time. 

The proponents of such action apparently believe 






































TABLE | 
Rates of Interest and Depreciation of Money 
Indexes of Value Annual Rate of Rates Offered on 
of Money Deprec. (Comp’d.) Gov't. Bonds 
Country 1946 1956 1946 1956 
Switzerland 100 86 1.5% 3.10% 3.23% 
Germany 100 72 3.2 n.a. 4.90 
India 100 72 3.2 2.88 3.98 
United States 100 71 3.4 2.19 3.27 
Venezuela 100 70 3.5 n.a. 3.63 
Netherlands 100 67 4.0 2.99 4.10 
Canada 100 65 4.2 2.61 3.88 
South Africa 100 65 4.2 2.89 4.75 
Sweden 100 65 4.3 3.01 3.74 
United Kingdom 100 65 4.6 2.76 4.86 
New Zealand 100 59 5.2 3.01 4.73 
France 100 58 6.5 4.26 5.48 
Mexico 100 47 7.4 10.44 310.12 
Australia , . 100 46 7.5 3.24 5.04 
Brazil 100 26 12.7 n.a. 12.00 
Chile . 100 5 25.3 9.22 13.82 
ee A SS =! 
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that by simply abandoning fiscal restraints and 
spending additional billions of dollars we will forge 
ahead of Russia in the space race. The actual effect 
of their proposal, however, would be to loose the 
Federal floodgates of money and credit. More bor- 
rowing by the Government would put a strain on 
the money markets, exert upward pressure on in- 
terest rates. More spending by the Government 
would mean more bidding away of goods and ser- 
vices from the private sector of the economy, In- 
creased competition for a fixed amount of goods and 
services would only mean rising prices—and we 
can’t beat the Russian with inflation. 

Admittedly, the debt ceiling should not be con- 
sidered inviolate. During World War II it was raised 
to $300 billion so we could have the credit to pro- 
vide the sinews of war for ourselves and our Allies. 
If the need should arise, the Congress would un- 
doubtedly raise the ceiling again. But we should not 
delude ourselves into thinking that merely by spend- 
ing more and borrowing more we will get any 
stronger. In fact, the result could be just the re- 
verse; defensive strength, just like everything else, 
is weakened by inflation. We have got to live within 
our means—and the debt ceiling serves as a reminder 
that there are limits to how much we can do. 


Congress has already lost much of its control over 
the Federal budget because of the billions of dollars 
of unspent appropriations that are carried over 
each year by the Administration. The debt limit is 
the lawmakers’ last remaining fiscal control. 

Instead of relying on financial gimmicks to skirt 
around the debt ceiling, the Administration would 
be on sounder ground if it held spending below tax 
receipts and used the surplus to reduce the national 





























TABLE Il 
— 
Prime Loan Rates in 54 Countries 
Country Rate Country Rate 
Bolivia 16 lraq 6-7 
Korea 12 -15 Singapore 6-7 
Chile 12 -14 Spain . 6 - 6% 
Greece 12 Colombia 6 
Brazil 12 Dominican Rep. 6 
Israel 11 El Salvador ; 6 
Peru WW Guatemala 6 
Ecuador 10 Liberia 6 
Austria 92 South Africa 6 
Mexico 92 Venezuela 6 
Germany 9 India . 5'2- 612 
Japan 9 Egypt 5'a- 6 
Finland 8 - 8% Hong Kong 5'a- 6 
Argentina 8 Australia 52 
Uruguay ee Canada 52 
Iran 7'a- 82 Netherlands , 5'2 
Italy 72 Great Britain 5%4- 5% 
Turkey 7-9 Philippines § -7 
Denmark 7-8 Belgium 5 - 5% 
Syria 7-8 Portugal 5 - 5% 
Costa Rica 7 Cuba ... 5 
France 7 New Zealand . “eg 
Honduras 7 a 
Lebanon 7 Norway .. ase 454 
Nicaragua ................. 7 Switzerland ............... 4% 
Sweden ‘oissees, See Puerto Rico —— 
Ireland ea ae United States... 04 
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debt. If more money must be spent on missiles and 
other defense projects, then less should be spent on 
non-defense programs. Raising the debt limit won’t 
raise the limits on material and manpower re- 
sources. Rather, it would give impetus to inflation 
and add to the taxpayers’ already heavy load (nearly 
$8 biHion a year) for carrying the public debt. 


Too Much Too Fast 


The trouble in this country is that we have been 
trying to do too much too fast. The result has been 
a strain on the capital markets, rising interest rates, 
and a decline in the value of the dollar. Instead of 
trimming back its outlays and releasing resources 
for the citizen’s productive use, the Federal Govern- 
ment has increased its spending in line with rising 
revenue, The debt ceiling has been an effective re- 
straint in keeping this spending from rising even 
more swiftly. 

Inflation is a common problem; everywhere the 
value of money is being eroded. The disease is more 
virulent in those countries which have exercised the 
least restraint in government monetary and fiscal 
(budget and tax) policies. 

In this connection, two interesting tables, com- 
piled by First National City Bank of New York, are 
worth careful consideration. Table I, covering 16 
countries shows the depreciation of money between 
1946 and 1956 as measured by official cost of living 
indexes. 

Despite the rise in interest rates in this country 
over the past two years, rates here are about the 
lowest in the world. Table II represents an assembly 
of the cheapest rates at which business firms of the 
highest credit standing can borrow on an unsecured 
basis in 54 countries. It must be borne in mind that 
money is scarce at these minimum rates; that most 
borrowers able to obtain funds pay higher rates; and 
that, in many countries abroad, borrowers have to 
pay loan commissions besides interest. Since this 
table was compiled there have been a few changes 
(e.g., France is now 814%, Britain 714-714%, and 
the U.S. 414%), but the over-all list gives a good 
indication of interest rate levels abroad. 


A Look Ahead 


The outlook for interest rates both here and 
abroad depends on your outlook for an end to creep- 
ing inflation. In the short-term, a business recession 
in this country, with accompanying smaller demand 
for loan funds, will likely bring about an easing in 
money rates. Depending on the depth of the business 
decline here, and the extent of the drop in our im- 
ports, there are bound to be some economic reper- 
cussions abroad, It is well to keep in mind, however, 
that foreign countries didn’t catch pneumonia from 
this country’s 1953-54 recession sneeze. As a matter 
of fact, heavy imports by foreign countries at that 
time propped our own business pace. 

For the longer run, an end to the secular rise in 
prices—including those for hiring money—is far 
from certain. Shortages of loan funds and mounting 
interest rates are symptoms of the inflation disease. 
The cause of the disease is trying to spend more 
than we earn from production. Cutting demand 
down to a sustainable relationship to supply cannot 
be done painlessly. (Please turn to page 298) 
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By GEORGE GEBHARDT 


Over-Production 





and Surpluses 


Weight Down Commodity Prices 


with Exceptions 


The evidence is accumulating that the post 
World War II inflation has passed its peak and that 
the process of deflation is under way. At this par- 
ticular point in time, it is impossible to determine 
how far the commodity price level may decline in 
the months ahead. Also, it is far from clear whether 
we are headed for a permanently lower price level, 
as always has occurred following wartime and post- 
war inflation, or whether a fresh inflationary im- 
petus is likely to send prices upward again before 
many months have passed. 

High and steadily rising prices have persisted for 
so long that the general public has become condi- 
tioned to expect a perpetual continuation of the up- 
trend. This is equally true, apparently, of the ma- 
jority of business men and investors. The belief is 
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widespread that the cost of production is the sole and 
constant determinant of prices and that, with the 
trend of wages ever higher, there is no possibility 
whatsoever of a reversal of the long price uptrend. 

Furthermore, there has developed intense faith in 
the ability of Washington to combat quickly and suc- 
cessfully any deflationary trends that develop. Little 
consideration appears to have been given to the fact 
that the Federal Government was not able to check 
inflation and may be no more successful in checking 
deflation. 

Logic does not appear to play an important role 
in the attitudes of numerous individuals towards a 
major reversal of the long inflationary commodity 
price rise. It is only too evident that, although prac- 
tically everyone protests over the effects of inflation, 
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no one wants to see deflation. Even the Federal 
Reserve Board, the arch-foe of inflation has now at- 
tempted to turn on the inflationary tap by lowering 
the rediscount rate. 

The initial postwar price advances were the re- 
sult of several factors, most prominent of which was 
the huge demand for materials and goods. Some of 
this represented consumer demand that had been 
pent up for years, going back as far as the Long De- 
pression of the 1930s. Some stemmed from the re- 
construction of the European economy. 

Once price controls were abandoned, prices soared 
to their “natural” supply-demand determined levels. 
But, they didn’t stop there, for the cold war and the 
Korean war provided additional inflationary impetus. 
The list of “scarce” commodities was long. 

Now, in the late Fall of 1957, there are no scarce 
commodities. Production has been stimulated to the 
point where surpluses 


on general price downturns. ; 
In the past, as now, it has been quite usual for 


many people, including numerous economists who 
should know better, to point to the rigidity of labor 
and other production costs as “proof” of their conten- 
tion that deflation “cannot” occur. 

Widely overlooked or ignored is the all-important 
fact that so-called administered prices, determined 
on the basis of cost of production plus, must operate 
within the framework of supply and demand. When 
demand slackens, production must be cut back to 
bring supply and demand sufficiently into balance 
to be able to maintain prices. 

When any number of industries begin to cut back 
production, as appears to be occurring at present, 
demand does not stand still waiting for a new supply- 
demand balance to be effected. Demand declines, too. 

The records show quite clearly, as a matter of fact, 

that such items as steel 





exist in many areas. 140 T T 
Industrial productive 
capacity has been in- 
creased sharply in recent 
years, to well in excess of 130 
current consumption in 
most instances. In the 
opinion of a number of 
economists, it will take | '20 
several years for con- | 
sumption to catch up 
with production and pro- | 
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and consumer durables 
are not irresponsive to 
deflationary impacts. 
They merely are slower 
in turning down. 


Posthumous 
Price Advance 


It has not been at all 
unusual for prices of 
steel, durable goods, and 
-j a number of other items 
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ductive capacity. sia 7 to be marked up after 
ALL WHOLESALE an inflationary movement 

Historical Pattern | PRICES had topped out. 
100 Nor has it been un- 
The Bureau of Labor usual, after the deflation- 
Statistics wholesale price ary tide had turned a 
index made an all-time little, for some individual 
high last August and | 90 _] agricultural commodities 
since has backtracked to register rather pro- 
just a little. The cost of 7 nounced strength, of a 
living, as measured by 22 BASIC COMMOD. PRICES rather temporary char- 
the BLS Consumer Price 80 | | | | | acter to be sure, in reflec- 
Index, still is rising. How- 5) 52530 C54 CO 55 CO ECO 57 tion of reduced crop pros- 
ever, the rate of gain has pects. This has occurred 





been slow recently, with 
price strength confined largely to services as opposed 
to commodities. 

The turning of the tide from inflation to deflation 
never has been heralded by trumpets. In the past, 
it has been quite usual for the tide to turn and for 
deflation to be well under way before the business 
community became aware of the fact. 

However, the historical behavior of certain groups 
of commodities and the manner in which they fall 
into line one after another, even while the general 
price trend still is upward, always has been very 
similar on the “eve” of a major price downtrend. 

Farm products prices weaken first, reflecting huge 
accumulations of surpluses. Later, other commodities 
start to give way—lumber, as the building cycle moves 
into a downward phase, and the nonferrous metals as 
surpluses replace shortages and demand contracts. 
Textile products prices decline in this period. 


Cost of Production 


Certain commodities, such as steel and durable 
consumer goods, customarily have lagged well behind 
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recently in the case of 
both cocoa and cotton, for example. 

Coffee, in increasingly large supply, has strength- 
ened as a result of a withholding movement among 
the Latin American producing countries, sponsored 
by Brazil. Those of us who are old enough remember 
when Brazil, following an attempt to maintain coffee 
prices, was so overwhelmed with surpluses of the 
commodity that it was burned in railroad engines 
instead of coal. The very fact, of course, that there 
is such willingness on the part of coffee producers 
to withhold supplies attests more than can anything 
else to the underlying weakness in the coffee price 
structure. 

Copper, after a long and rather sharp nosedive, 
has tended to steady recently. Custom smelters tried 
to mark up prices a bit, but last week hikes were 
rescinded. Here again, the records show that copper, 
along with some of the other commodities that cus- 
tomarily let go long before the general price level 
has attained its peak, is rather prone to strengthen 
very temporarily as deflationary forces begin to 
gather momentum. 

The historical records indicate rather clearly that 
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these late-in-the-day markups are no more than “last 
gasps.” 


World Prices Declining 


For some years now, the trend in economic 
thought has become increasingly nationalistic. The 
price level here, according to rather general belief, 
is primarily the reflection of official Washington de- 
terminations on defense spending, tightening or eas- 
ing of credit, and so on. There are many, indeed, 
who honestly believe that easing of credit by the 
Federal Reserve Board would overcome almost im- 
mediately the hesitancy that has been developing 
in business and would start prices off on a fresh 
inflationary whirl. 

Sight has been lost almost completely of the eco- 
nomic interdependence of the world and the all-im- 
portant fact that commodity prices are made in 
world markets as a reflection of world supply and 
demand conditions. 

The trend of primary commodity prices abroad, 
allowing for currency changes, closely parallels the 
trend of primary commodity prices in the United 
States. Both here and abroad, primary commodities 
have been declining sharply since late 1956. The easi- 
ness in copper, rubber, and wool—important indus- 
trial materials—stemmed from abroad. 

Invariably, the trends in primary commodity or 
materials prices have set the pace for the general 
commodity price trend. 

We cannot laugh off or try to explain out of exis- 
tence the deflationary implications of the reversal 
of the inflationary primary materials uptrend. 

It could be that something new has been added 
to the situation, or that Washington monetary and 
fiscal policies now are sufficiently powerful to affect 
the commodity price structure of the entire world. At 
this time, however, with increasing evidence of 
mounting deflationary pressures, it would seem 
better to be safe than sorry. 


Capital Spending and Prices 


One of the most important factors contributing 
to strength in the general commodity price structure 
during recent years has been the high and, until 
very recently, rising totals of capital expenditures 
for new plant and equipment. 

Price advances in construction materials and in 
machinery have far outrun the advances in com- 
modity prices as a whole. 

Total capital spending this year is estimated at a 
new all-time high of $37 billion, although the rate 
of spending has slackened since mid-year. Estimates 
of capital expenditures for 1958 show declines rang- 
ing from 7 to 20 per cent. 

It is obvious that industrial planning is in a state 
of flux at the present time, owing in part to the fail- 
ure of business activity this Fall to register the an- 
ticipated seasonal improvement, and that many ex- 
pansion programs may be put back on the shelf to 
gather dust for a few years. 

In the past, after several years of sharp rise to 
new peaks, capital expenditures invariably were cut 
back very sharply when the turn came. 

Accordingly, it well may be that the rate of spend- 
ing in 1958 will be reduced more than currently an- 
ticipated. 
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The historical records show that commodity prices 
always have declined, sometimes quite sharply, when 
capital expenditures were cut back following the 
attainment of a new high peak. This is understand- 
able in view of the dynamic impact on the entire 
economy of capital spending. 


Interest Rates and Prices 


It is not generally known that interest rates fol- 
low a rather well defined cyclical pattern, and that 
Wwe now are moving into an upward phase of the 
cycle that should last for a number of years. 

This is another worldwide trend. On the basis of 
the evidence that interest rates move cyclically and 
that we now are moving into an upward phase of the 
cycle, the tight money policy of the Federal Reserve 
Board appears to be nothing more than following 
the trend. If the Board attempts to reverse its policy, 
it may find itself trying to buck a worldwide trend. 

Easy money and low interest rates go hand in 
hand with high commodity prices. Conversely, tight 
money and high interest rates go hand in hand with 
low commodity prices. 

To the extent that interest rates continue to fol- 
low a cyclical pattern, we may expect commodity 
prices to decline for a long time to come. 


Sputnik, Muttnik, and Prices 


The recent successful launching of earth satellites 
by Russia has served to focus attention on the fact 
that methods of warfare have changed dynamically 
within recent years. Ballistic missiles carrying 
atomic warheads have rendered obsolete both tra- 
ditional weapons and mass armies. 

For years, the United States and several other 
countries have been accumulating huge stockpiles of 
strategic materials, based on the belief that the next 
war, if it should come, would be fought along much 
the same lines as the last war. 

The accumulation of these materials, at a time 
when the postwar civilian demand for goods was 
high and rising, was one of the important factors in 
elevating the general price level. 

Now, rather suddenly, we are discovering that the 
need for much of these stockpiled materials has 
passed. Great Britain has been paring down her 
stockpiles, and the United States is pondering ways 
and means of doing the same without too much dis- 
ruption of prices. 

The recent trend in defense is for less emphasis 
on materials and increased emphasis on research. 


Gold and Prices 


We are intrigued no end by recent studies on 
the relationship of monetary supplies of gold and the 
price level made at Cornell University by Professors 
Pearson, Myers, and Gans. 

For many years, as demonstrated by these studies, 
the annual rate of additions to world monetary gold 
stocks has exerted a direct relationship, with a 13 
year lag, on the commodity price level in the United 
States. 

Interestingly enough, even though gold was “de- 
monetized” in 1933, the relationship between the 
annual rate of additions to gold stocks and the price 
level has not changed. (Please turn to page 314) 
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Inside 


Washington 












OPPOSITION to curtailment of Federal grants-in-aid 
to states, hinted in earlier discussions by AFL-CIO 
leaders, has taken on the elements of a full-fledged 
campaign to defeat proposed re-allocation of income 
sources. The Department of Research has prepared 
an analysis which will be widely publicized to sup- 





WASHINGTON SEES: 


In the concentration of public discussion on the 
arms race, sight is being lost of domestic problems 
which Congress must tackle at a session now less 
than two months away. Before there can be any 
impressive showing in point of national defense, 
it seems evident that decisions must be made with 
respect to fiscal programs and labor-management 
policy. If the promise of transition from drawing 
board to assembly line is to be accomplished dur- 
ing the next fiscal year, there must be preparation. 

President Eisenhower has been quoted by such 
intimates as Senator Styles Bridges as favoring 
$1-2 billion more for missile work in the business 
year beginning July 1. The Pentagon is inviting 
speculation that its needs for next year will be 
$5 billion over the current budget. If either figure 
is accepted—or even combined—the total will be 
less than the military services set out to get when 
they submitted their estimates one year ago. This 
hardly reflects a “new look.” But these figures 
pose a problem for Congress; whether to “find” 
the new funds within a budget roughly the same 
as this year’s; increase the overall spending; force 
economies within other branches of government. 

Senator William F. Knowland will campaign in 
strategically important California for right-to-work 
legislation while Secretary of Labor James P. 
Mitchell announces he'll campaign against remov- 
ing a union card as an essential to employment. 
This split could raise havoc in California, and tie 
Congress up in knots. 
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By “VERITAS” 


port the contention that not only must Federal aid 
be continued, but also there must be increases in 
some areas. A Presidential Commission has proposed 
preliminary steps, marking out tax levies which 
Washington might relinquish to the States, and vice 
versa. 


SEARCHING for ways to continue Federal operations 
without crashing the public debt ceiling, the Admin- 
istration will revive the lease-purchase plan for con- 
struction of public buildings. The system calls for 
erection of public structures — post offices, court 
houses, hospitals and the like — under private financ- 
ing with the government taking title on retirement 
of the construction loan. General Services Adminis- 
tration gave it a try last year, abandoned it; now 
GSA is ready to ask for bids on 10 projects, esti- 
mated total value $38.5 million, with more to come. 


CEMENTING leadership in NATO is the prime pur- 
pose of President Eisenhower’s planned trip to Paris 
next month. The fact that the Chief Executive is 
making the trip at this time is proof that the under- 
pinning is showing signs of weakness despite the 
fact that Uncle Sam picks up most of the tabs. World 
leadership has been thrown out of balance by 
Russia’s progress in the field of science, and by 
events at home. For the first time since he went 
to the White House, Ike cannot assure NATO that 
his pledges will be kept by Congress and indorse his 
statement with proof of Capitol Hill support. One 
thing is certain: he will play down his ‘‘economy 
program.” 


WAR CHEST of organized labor is being sustained 
through a “scare program,” in which the Committee 
on Political Education is warning dollars must build 
a barricade against legislation inimical to unionism. 
COPE Director James J. McDevitt has messaged 
every local, urging the $1-per-member donations 
keep flowing because “reactionary industrial and 
political leaders are determined to push through 
legislation to cripple the labor movement.” 
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» The Treasury's sidestep of direct borrowings 





that would pierce the statutory debt ceiling, creates a 








paradox. It raises the question whether the figure entered 








as the outstanding obligations of the Federal Government 





A4 We 
Go To 





tells all. Interest is heightened by a brand new ruling 
by the Internal Revenue Service (a branch of the Treasurv:. 
Recently, "Fannie May" refinanced to the extent of $750 
million and turned the proceeds over to Secretary Anderson 
to ease the strain on the debt limit. Now, in a comparable 
case, IRS reiterates the pleasant notion that certain 
lending agencies operate outside the national debt, 

BUT, it said, ultimate responsibility rests with the 








Presd 


Treasury. With the possibility ahead that the new session 
of Congress will up the statutory limit, Congressmen are 
bound to ask: "How much do we now owe?" 








outlined its position with respect to 
interest-bearing, negotiable securities 
of the Commodity Credit Corporation. The 
Federal Reserve Bank of Chicago was CCC's 
fiscal agent; it described the instruments 
as participation and interest in a pool 

of outstanding loans made pursuant to the 
commodity loan programs. (In the "Fannie 
May" situation, participation in accounts 
receivable also was involved.) IRS recited 
these facts and commented: "The certifi- 
cates are not obligations of, nor guaranteed 
by, the United States so as to be public 
debt securities. However, under their 
terms, the Commodity Credit Corporation is 
committed to purchase them at their full 
outstanding principal amount, plus accrued 
interest, at their maturity, or upon demand 
at any time except during the period 
immediately preceding maturity date." 









































» Noting that full payment of the 
certificates is guaranteed by the Commodity 
Credit Corporation, that the authorized 
capital stock of CCC is held by the United 
States, that its business is generally 
supervised by the Secretary of Agriculture, 
the Federal tax collector wrote: "It (CCC) 























» The IRS decision came in the form of a declaratory 
judgment. The 








facts were not litigated but the Bureau 


anteed loans to the extent or percent 
insured or guaranteed." 





» Mobilization of industrial and 
business know-how began within the past 
several days. The National Defense Execu- 
tive Reserve was summoned to Washington, 
D. C. for Nov. 13-14 meetings to receive 
tentative assignments from Defense Mobi- 
lizer Gordon Gray and Commerce Secretary 
Sinclair Weeks. Ike dropped around, mani- 
festly to lift the session from the routine 
and impress its importance. Military brass 
and Congressional leaders were on the 
schedule. Present were about 800 members 
of the executive reserve, selected and 
trained for government executive positions 
in any future defense emergency. Each is a 
trained executive or administrator who has 
Signified his immediate availability -- 
after being requested to do so. The 
reservists are drawn from industry, labor, 
agriculture, public and private institu- 
tions. 
































» The often ignored and sometimes 
harassed men of business and industry, as 
well as labor, learned that they will be 
expected to do jobs in their specialties 














is reguired to reserve a sufficient amount 





comparable to the work of the military 





of its authorized borrowing power to enable 


specialists on the line. On record as need- 





it, with other funds available to it, to 
purchase, in accordance with its lending 
agencies, notes or other obligations evi- 
dencing loans made by them under its pro- 
gram, including outstanding certificates 
of interest such as those here considered." 
IRS expanded the scope of its ruling by 
noting that "government insured loans... 
applies to all government insured or guar- 
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ing, and wanting, these services in time 
of national emergency are the Departments 
of State, Defense, Commerce, Justice, Labor 
and Interior; the U.S. Information Agency, 
Interstate Commerce Commission, Small 
Business Administration, Central Intelli- 
gence Agency, HouSing and Home Finance 
Administration and the Office of Defense 
Mobilization. 


271 














p it is becoming evident that 
Federal agencies are more effective in 








curbed. This type of picketing is not part 





of legitimate trade unionism, but is in 
fact the tool of the racketeer and hoodlum. 











tightening the money market than in loosen- 
ing it. Last August, when the home build- 
ing industry was protesting against the 
harmful effect of tight money on their 
business, the Federal Housing Administra- 
tion eased up on loan terms. Down payments 
were lowered, the interest rate on FHA- 
backed mortgages was raised to attract more 
private capital and a limit was put on the 
amount of discount allowed in case the 
mortgage was Sold later. Surveys indicate 
lenders generally are asking more down 
payment than FHA requires and interest rates 
have shot upward, taking some of the heat 
off Washington. 




















» Labor Secretary James P. Mitchell 
whose views on control legislation have 
been applauded more by union bosses than 
by management, seems to be inclining, but 
only slightly, toward a more adeguate code 
of behavior for organized labor. Mitchell 
indorsed the AFL-CIO proposal for detailed 
reporting and public disclosure of employee 
pension and welfare funds. Since American 
workers have $30 billion equity in these 
funds, the idea of informing them, and the 
public, is hardly a revolutionary one. But 
nothing is said about reports on dues col- 
lections and their handling -- in either the 
Mitchell or the AFL-CIO proposal. 









































>» The Secretary probably has been 
hearing from management. On Nov. 1, he 
proclaimed for the first time the addition 
of "new areas" in which Federal legislation 
may be necessary. He favors a secret ballot 
election of union officers no less fre- 
guently than each four years. "The secret 
ballot," proclaims the Cabinet member, "is 
the strongest weapon again tyranny of 
corrupt officials, whether they be in public 
or in union office." Whether Government 
can tell a union, any more than it can tell 
the American Legion, how to elect its offi- 
cers may be in question. But Mitchell 
undoubtedly has a needed reform in view 
in this particular: 























) "I believe there must be legis- 
lative restrictions placed on what I con- 
Sider 'blackmail' picketing. While the 
right of legitimate picketing by unions 
must be preserved, the use of the picket 
line to force an employer and his employees 
to have a union against their will must be 
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It must be stopped." Mitchell will be com- 
mended by management for these views ; doubly 
so if, and when, he includes proposals to 
make unions subject to antitrust law to the 
same degree that management is, and when 
he comes out against the secondary boycott. 

















» White House and Pentagon orders 
for speed-up on material planning and pro- 
curement won't stave off a determined drive 
in Congress for all-out measures. The cry 
of "too little and too late" will be heard, 
and it will be difficult to overcome it or, 
worse yet, ignore it. The announcement of 
new money and new energy had a tendency to 
Slow public criticism. It hasn't pleased 
the more vocal protesters in Congress. 
Freeing $170 million for research and 
development of weapons holds the promise of 
some long-range benefits, but its a small 
fraction of what was being currently spent 
without producing the demanded results. 
And $400 million for new procurement (the 
eguivalent of 50 additional heavy planes) 
isn't likely to register as total guaranty 
of national security. 


















































» Adequacy of defense will be the 
dominant question in the session opening in 
January. Already the democrats have adopted 
the policy of attack. Unless Iike in his 
version of "fireside chats" this month comes 
up with something more spectacular than 
the initial one, the Administration will 
have a hard time to live down the charge of 
failing to plan, and of following a policy 
expressed by Charles E. Wilson in these 
words: "Let somebody else find out why the 
grass is green." This light-hearted dis- 
missal of scientific research is understood 
in Sputnik and those which follow the 
satellite into outer space. 





























» The battle for civil rights 
lagislation was only started this year. 
It will be resumed with such heat as to 
threaten an orderly handling of public busi- 
ness in the new session. Little Rock has 
been accepted as a symbol and a challenge. 
Northern republicans under the leadership 
of Rep. Kenneth B. Keating will move for 
across-the-board anti-racial legislation, 
looking to eventual Supreme Court decisions 
on poll tax, employment opportunity, and 
many things the southern "anti" bloc re- 
gards as matters of personal, social choice. 
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Don Marquis once waggishly described the 
“almost Perfect State” as one where all economic 
problems that cannot be solved are abolished. This 
creed has apparently spread overseas where it has 
permeated the thinking of the statesmen and econ- 
omists who drew up the plans for the European 
Common Market and the Free Trade Area. For these 
epic schemes blithely propose to erect an integrated 
European economy in a few short years in the face 
of formidably entrenched political and economic 
forces of such monumental proportions that, if they 
cannot be abolished, must at least be ignored .. . 
and stay that way, In the political arena, these in- 
fant schemes are tilting with the scaly dragon of a 
world still enslaved by obsolete 19th century meta- 
physical myths of inevitable national conflict—and 
this colors all cooperative thinking. And the eco- 
nomic obstacles too are no less imposing. In fact, 
the litany of economic impediments, snares and de- 
lusions reaches to limbo and back. But the most over- 
whelming and compelling impression one obtains 
from this Horatius-at-the-bridge approach to eco- 
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How 
: Common Markets 
@ And Free Trade Areas 
Are Shaping 
U. S. Trade 
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—Foreign Aid 


By A. W. ZANZI 












nomic integration is 
that, whatever our 
misgivings about its 
wisdom or methods, it 
must be made to suc- 
ceed. The gamble must 
be more than its own 
reward. And it must 
pay off before the natural reaction to the facts of 
life—and the instinctive impulses of self-preserva- 
tion which inspired the creation of the Common 
Market, are exhausted by memories of the conflicts 
of bygone days. 

American interest in a Common Market or Free 
Trade Area in Europe transcends such purely poli- 
tical considerations as the need to bolster Europe’s 
economy as a bulwark to Communism and as a 
means of enhancing her strength as an ally of the 
United States. For we cannot be unmindful of the 
long-term gains which will accrue to the United 
States as a result of European economic integration. 
The continued industrialization of Western Europe 
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will require American capital goods and raw ma- 
terials. In fact, the gradual elimination of trade 
barriers within the union will stimulate the modern- 
ization of plant and equipment in those member coun- 
tries that have permitted their industrial apparatus 
to become obsolescent. For example, many British 
textile plants will survive the competition of much 
more modern German and Italian mills only to the 
extent that they introduce more advanced equip- 
ment. This will create new markets for U.S. capital 
goods. Even more important, the opportunities for 
profitable direct investment will multiply, while a 
growing number of U.S. firms will find it expedient 
and rewarding to engage in licensing agreements 
with European companies. 

It must be recognized, however, that the creation 
of a Common Market and Free Trade Area will ad- 
vance the day when Europe can again be an im- 
portant exporter of capital and technical skills to 
the underdeveloped countries of the world. But, in 
consideration of the aid we give, we must develop 
the kind of plans that will mean a reduction or even 
a complete abolition of discrimination against dollar 
goods. 


The U.S. in Relation to European Common Market 


At the moment, however, while the Common Mar- 
ket and the Free Trade Area will be favorable polit- 
ically, still we must recognize that only with proper 
adjustment can we prevent an unfavorable export 
position for the United States. It is clear that the 
lowering of the tariffs within the European Eco- 
nomic Union imply a certain amount of discrimina- 
tion against U. S. goods while only slightly altering 
the existing restrictions on trade with other coun- 
tries. In fact, a glance at the accompanying table 
of representative tariff schedules to be adopted 
against third countries will show that duties on some 
major U. S. exports actually will be increased. As 
the matter now stands, the removal of restrictions 
on imports of dollar goods will in all likelihood be 
slowed down rather than accelerated. 

But this need not deter our qualified support for 
European economic integration. For the form which 
the union will take has not yet hardened into a rigid 
pattern. As will be seen below, the debate over many 
key issues still rages. Basic national interests have 
not yet been reconciled. The institutional and legal 


structure of integration has not yet taken shape. The 
relative merits of the Common Market and the Free 
Trade Area are still being argued. Within this amor- 
phous context the United States can still make a 
great contribution toward ensuring a sympathetic 
orientation on the part of Europe in respect to this 
country’s immediate economic interests. Our views 
can still be expressed through American representa- 
tives abroad in their daily contacts with foreign offi- 
cials and through the existing structure of the Organ- 
ization for European Economic Cooperation. But, to 
be effective, we must offer concrete proposals. And 
these must concentrate on a few essential points. 

The depressing effect of European economic inte- 
gration on American exports can be mitigated or 
even completely bridged through appropriate de- 
vices of commercial policy which will preserve the 
non-discriminatory features of the General Agree- 
ment on Tariffs and Trade and without resorting 
to exchange manipulations which will violate the 
principles which guide the activities of the Interna- 
tional Monetary Fund. One solution which comes 
readily to mind is to stimulate a greater flow of 
American private investment to Europe. By expand- 
ing the Continent’s productive capacity and incomes, 
this investment will inspire a larger demand for this 
country’s goods. 

A formula suggested involves the establishment 
of a fund here which would purchase European cur- 
rencies during the transition period when the impact 
on U. S. exports could be serious. This scheme is in 
the tradition of national exchange equalization ac- 
counts. It would enable our own products to compete 
with European goods and offset the effect of higher 
tariffs by enhancing the purchasing power of Euro- 
pean currencies. In order that this policy may be 
carried out on a continuing basis, the foreign cur- 
rency proceeds could be loaned to foreign Govern- 
ments or to private industry abroad. Another alter- 
native set forth suggests that the large German for- 
eign exchange and gold reserves could be put to 
good use in a foreign exchange equalization account 
which would be used to rig the value of the 
Deutschemark in the opposite direction. In this case 
the account would sell foreign currencies in order 
to overvalue the Deutschemark and thereby increase 
German imports. To the extent that this has the 
effect of appreciating the D-Mark relative to the 
dollar, it would help offset Ger- 





























































—s : ; many’s unfavorable trade balance 

Average Hourly Earnings, Obligatory Social Charges and on : hi 
Cost of Daye GE with Puy in Manalactaring in Europe” with the United States while ac- 
: st Y mtn, seacsteentens Beaudet sa complishing the equally worth- 
eitigutery Gost to Gage ies while purpose of aiding her 

social charges emploeyrs of obligatory social ‘ z 
Average Hourly expressed as days off with = charges plus cost neighbors. 
Earnings, 1954 percentage of pay as of days off with Unfortunately, these are rather 
In Swiss Indices assessable wages percentage of pay. Indices ss e are 
country Francs UK=100 at 1 Jan. 1956 wages, 1952-53 UK =100 dreary alternatives to the more 
— 333 148 22 a 145 forthright action which is logic- 
Finland 2.81 125 6.0 4.5 126 ally required to maintain our ex- 
i reed = = oe poe ports to Europe at healthy levels. 
lorway , ’ r t a 3 ¥ 
Switzerland 2.56 114 3.9 6.0 114 Some, such as those based on the 
U.K. 2.26 100 27 6.0 100 creation of national exchange 
Belgium 1.91 85 17.7 11.6 100 equalization accounts, have little 
wae = = _ = = more than their deviousness to 
Germany 1.74 77 11.7 9.8 85 ‘ 

cn 1.53 68 17 46 66 recommend them. Basically, the 
Netherlands 1.38 61 19.0 7.2 70 purchase of European currencies 
Austria 1.30 58 19.0 10.1 €8 with U. S. dollars and the process 

Italy 1.22 55 53.5 14.2 83 ie: 9s $a 
———— SS 5 SENET oNESNT SEE SENESEEET EE - ~— of lending these currencies back 

*Social Aspects of European Economics Co-operation, L.L.O., Geneva, 1956. to E ott . thi 

eae a ———— o European nations is nothing 
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more than a tortuous way of lending dollars abroad. 
This process could be accomplished more directly 
and efficiently through direct private U. S. invest- 
ments or through low-cost loans by existing interna- 
tional financial] institutions. To the extent that they 
would involve a drain on the U. S. budget, they are 
merely substitutes for economic aid. Perhaps their 
only virtue is that, because their immediate implica- 
tions are lost in the relatively complex mechanics 
of _— schemes, they become more palatable polit- 
ically. 

These alternatives are cited because they illustrate 
how difficult it is to evolve acceptable substitutes for 
the more realistic policies which are needed to pre- 
serve Europe’s economic strength while maintaining 
our own exports to the Continent. For we can pre- 
serve our exports at present levels only if we import 
more or, failing that, make up for the resulting dol- 
lar shortage through expanded investments or for- 
eign aid. Thus, we should recognize that the eco- 
nomic integration of regional groups is the trend 
of the future. Already there is talk of a Nordic Cus- 
toms Union involving the Scandinavian nations. 
Italy is laying plans for a “Latin Union” with Cen- 
tral and South American nations. These schemes 
have gathered such momentum that they cannot 
safely be stopped. But it is up to us to exert our in- 
fluence in behalf of a sound approach to economic 
integration and to ensure that these plans result in 
the maximization of trade and the expansion of pro- 
duction without seriously damaging our own trade 
position. Our attitude should be governed by a recog- 
nition of the fact that increases in overall prosperity, 
living standards and purchasing power are vital to 
world stability. 


The Scope of ECM and the Free Trade Area 


Granted these difficulties, what are the more hope- 
ful aspects of ECM and the Free Trade Area? What 
tangible benefits will they offer the United States? 
And against the traditional factionalism and _ polit- 
ical frictions of the Continent, what promise do they 
hold for security. 

The substance of the future is seen in the fact 
that the Common Market alone will constitute a 
market of 161 million people producing an annual 
gross product of $125 billion. If one adds the 78 mil- 
lion people of Austria, Britain, Denmark, Norway, 
Sweden and Switzerland — with their $80 billion 
gross product—one is still short of the potential 
Free Trade Area which could be fashioned by adding 
such “peripheral” nations as Greece, Finland, Ice- 
land, Portugal, Spain and Turkey. This would yield 
a market of 316 million people currently producing 
$228 billion worth of goods. Moreover, the Free 
Trade Area is expected to have a population of 328 
million by 1960, enjoying a 17% increase in output 
in three years. By 1970 Western Europe may have 
a total purchasing power equal to that existing in 
the United States today. 

The recent report of the Organization for Euro- 
pean Economic Cooperation (OEEC) can be cited 
as a rough measure of the opportunities which await 
the American exporter and investor in Europe. Be- 
tween 1955 and 1960 the OEEC envisages an in- 
crease of 22% in the combined imports of Common 
Market nations from the outside world. Imports or 
primary products will rise by 19% while manufac- 
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Present Benelux Duties and Probable Common 
Market Tarics for Representative Goods 





Benelux Duty Common Market Tariff 


Agricultural machines 6% 9% to 14% 
Office calculators 8% 9% to 14% 
Carbon black ; 0 5% 
Cardboard 15% 17% to 18% 
Auto and truck chassis 24% 32%4% 
Cotton yarns 4% 10% 

t Detergents .. 15% 16% to 20% 
Film apparatus 15% 15% to 17% 
Corn, barley, rye ty) 9% to 16% 
Motor vehicles 24% 27% to 29% 
Optical glass 0 144% 
Oranges 13% 15% to 20% 
Refrigerators 12% 14% 

Textile machinery 6% 10% to 13% 
Wheat 0 20% 























tured and semi-manufactured articles will show a 
gain of 40%. Food, beverage and tobacco imports 
are expected to increase by 11“. In addition, Europe 
will import 21% more base metals, paper and paper- 
board by 1960. 


A Foot in the Door in Our Markets 


The achievement of these import goals will require 
a substantial expansion of European exports. 
Europe’s shipments to the United States alone must 
increase by at least 40% if payments on current ac- 
count to the dollar area are to be in approximate 
balance in 1960. Moreover, if surplus is to be earned 
in order to acquire added reserves or investments 
in the dollar area, the required expansion will be 
correspondingly greater. This is manifestly impos- 
sible for it would require a tremendous growth in 
this country’s national income and purchasing power 
to absorb a volume of imports of that magnitude 
even if our tariff policies permitted it. For this rea- 
son the members of the European Economic Com- 
munity will seek to earn necessary gold and dollars 
from transactions with third market areas. Since 
Latin America is the principal trade partner of the 
United States and the most likely source of dollars 
outside this country, the Common Market and Free 
Trade Area nations will undoubtedly step up their 
exports to the Latin Republics. It is in this area 
therefore, in what has almost been a private U. S. 
business preserve, that this country will experience 
the most vigorous manifestations of the competitive 
challenge of the European Economic Community. 
But this triangular flow of trade could function 
smoothly only if this country were to maintain, 
either by design or by default, a deficit in its pay- 
ments position with Latin America. This contains 
the further implication that, if this is indeed to be 
the case, the flow of private U. S. investment capital 
to the Latin nations must rise substantially above 
present levels. One commendable feature of this 
scheme is that it will generate an even greater move- 
ment of U. S. investment capital and thereby accel- 
erate the economic expansion of the Latin Republics. 
This certainly cannot be faulted. And it would seem 
to be a preferable alternative to foreign aid grants. 


Misgivings Growing in Europe 


But to sketch the rough outlines of some of the 
more salient consequences (Please turn to page 306) 
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The New Interest in 


GOLD STOCKS 


—In U.S.A.—Canada—South Africa 


By Caleb Fay 


Enternational financial crises invariably 
turn people’s thought to gold, and the warm glow of 
security it affords when currencies are shakey. In 
recent years they have also placed a speculative 
“bug” in the ears of many investors seeking to cash 
in on the possibility that the price of gold—now fixed 
by law at the same level that was set 24 years ago— 
may be increased by government edict. 

Actually, the chances for an increase in the imme- 
diate future seem slim, but there are several factors 
bearing directly or indirectly on U. S. Government 
gold that make a hike above the present $35 per 
ounce a possibility—if not a probability. 

One of these factors is renewed evidence of hoard- 
ing in France, a situation reflected in the rising 
value of gold in the free market of Paris. In Ger- 
many another form of hoarding is being encouraged 
by the Bonn government, which recently announced 
that gold bars of 10 and 20 grams are going to be 
sold freely at the rate of $41.50 an ounce as an anti- 
inflationary measure. 

But most importantly, foreign claims on U. S. 
gold are uncomfortably large, and the withdrawal 
of earmarked gold could bring considerable pressure 
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for a mark up in the price. The magnitude of this 
potential drain on our gold stocks is much greater 
than most people would imagine — amounting to 
$13.2 billion against total stocks of $22.7 billion. 

Working against an increase however, is the gov- 
ernment’s consistently rigid stand against such a 
move, and the fact that in a recession gold produc- 
tion will increase of its own accord. For the same 
factors that work against this industry in inflation- 
ary times—inability tc advance the price to com- 
pensate for higher costs, or to take advantage of 
urgent consumer demands—redound to its advantage 
in deflationary periods. If the price of the product 
cannot be raised when costs are on the upgrade, 
neither will it fall when the tide of other commodity 
prices turns the other way. Knowing their market 
is secure, gold producers can, and will, turn out as 
much gold as lower costs will allow. 

Past history bears out this picture. In deflation- 
ary periods the costs of supplies and equipment 
lessens as demand from other consumers falls off. 
And although wages may not be cut—and this is 
quite important—labor efficiency is increased meas- 
urably by the knowledge that other workers are 
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looking for jobs in the gold fields. Absenteeism van- 
ishes as a problem. Output per man hour goes up, 
and cost per ounce of gold goes down. Thus even 
during the great 1929-32 depression gold mines op- 
erated at capacity, although they obtained no more 
than $20.67 per ounce for their production. 

Against this backdrop, an increase in the gold 
price must be considered remote, but in view of the 
growing interest in the valuable metal, the following 
discussion of the industry and its principal members 
should give the reader insight into its problems, and 
its potential. 


Gold Production in the U. S. 


Gold production in the United States has declined 
since 1950 when it totalled 2,394,231 ounces. Last 
year the output came to 1,837, 961 ounces, a decline 
of 23 per cent. Peak production was in 1940, with 
4,703,000 ounces. During the same period Canadian 
gold output declined less than 1 percent and was 
reported 4,395,270 ounces in 1956. However, this 
represented a fall of 149,000 ounces from peak pro- 
duction in 1955. 

Further analysis of domestic gold production indi- 
cates that during the last seven years the straight- 
gold producers have waged a losing fight against 
high costs and the fixed price of gold. Production 
from gold placers and gold ores which contain no 
saleable by-product metals—generally termed straight 
gold producers—has declined more rapidly than the 
23 percent noted above. In 1950 these two sources 
of gold accounted for 68 percent of the total na- 
tional production with by-product gold obtained 
from base metal ores, chiefly copper, making up 
the balance of 32 per cent. But last year straight 
gold production made up only 58 per cent of the 
national output. This should need little explanation, 
as the straight gold producers have been caught 
between the upper and nether millstones of roughly 
doubled cost of supplies and labor on the one hand, 
and the inflexible price of the yellow metal on the 
other. In some gold producing countries an endeavor 
has been made to compensate for this in partial 
degree by granting government subsidies to gold 
mines. Others have accomplished the same end by 
permitting sales of bullion in the free market if a 
premium existed, or by devaluation of currency, as 
occurred in the sterling bloc in 1949 when the value 
of the pound was cut to $2.80. But generally it has 
been a losing battle and especially so in the United 
States where Washington has turned a deaf ear to 
relief of the gold mines. 

The really amazing thing is that domestic gold 
production has not registered a greater decline. Two 
factors must be credited. First, about one third the 
domestic gold output is derived from the production 
of the Homestake mine, a relatively high grade 
producer, where per-ounce costs are sufficiently low 
to permit profitable operation on a large scale. 

The second factor is the large quantity of by- 
product gold obtained from operations of some of 
the major copper mines. Until recently these have 
enjoyed lush prices for their products and increased 
output accordingly. As their production rose their 
gold output increased in ratio without correspond- 
ing cost. For example, Kennecott Copper is the 
largest domestic gold producer with an output of 
over 400,000 ounces. Other sizable production comes 
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from Anaconda, Phelps Dodge, and Magma. With 
enforced cutbacks of copper now in prospect be- 
cause of low prices it appears probable that this 
source of gold will loom less important until copper 
prices recover. 


Canadian Gold Situation 


The situation is somewhat different in Canada 
where the amount of gold recovered from straight 
gold ores is much higher than in the United States 
and where there still remains dozens of relatively 
small gold mines plus a few major producers that 
are courageously carrying on production, if not at 
much profit. While they have benefited from a gov- 
ernment subsidy to high cost producers since 1948, 
they have been hurt by being obliged to accept about 
$33.50 per ounce for their gold instead of $35 be- 
cause of the premium on the Canadian dollar. This 
is calculated to have cost them nearly $4 million in 
the first seven months of this year. In 1956 the 
value of the Canadian gold output at the statutory 
price was about $154 million from 47 lode mines, 
a sad decline from 144 mines in 1940. By-product 
gold accounted for only 13 percent of this total. In 
spite of this long array of unfavorable operating 
conditions, however, investor sentiment may be 
veering again to gold. In recent weeks the Toronto 
market has taken a terrible drubbing in the copper, 
zinc and uranium issues, but the gold stocks have 
weathered the storm remarkably well. Some golds 
have been advanced against a general decline. The 
adverse factors that have confronted base metal 
producers, notably lower metal markets and sharply 
lessened demand have left the gold mines unscathed. 
Recently because of the lower premium for the 
Canadian dollar in terms of U.S. currency the gold 
miners have been receiving more for their bullion 
and it appears likely that this will continue. It 
could bring them about $1.75 more per ounce if the 
Canadian dollar dropped to par with our own. Con- 
sequently in contrast with the plight of most base 
metal miners the Canadian gold producers can ex- 
pect a higher price for their product in the second 
half of this year than six months ago with attendant 
increase in profit margin. This of course is in addi- 
tion to the reduction in costs of supplies that can be 
normally expected in any period of industrial reces- 
sion. It would be passing strange if the Canadian 
speculator after recovering from his wounds in the 
late market debacle would not seize on these possi- 
bilities with gusto for another whirl at his old time 
favorites, the gold stocks. 


Gold Producers Now Have “Other” Interests 


Since 1950 the major gold mining companies of 
U. S. and Canada with the notable exception of Kerr 
Addison have embarked in other fields to diversify 
their operations. Homestake took the plunge into 
uranium mining several years ago and apparently 
pleased with its success is about to engage on a 
major scale in developing several larger properties 
in New Mexico. Natomas is now in the shipping 
business thru acquisition of stock in the American 
President Lines. In Canada, Dome continues oil 
exploration thru a subsidiary, and Hollinger’s prof- 
its from its iron interests in the Quebec Labrador 
field will undoubtedly surpass the value of its gold 
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Statistical Data on Large North American Gold Producers 
Approx. Percent 
Total Revenue of Total 
Revenue From _—- Revenue Costs Net Per Share-———-_ Indicated 
1956 Gold From Per Source of 9 Months Dividend Recent Div. Price Range 
(Thousands) Gold Ton Other Income 1955 1956 1957 1957 Price Yield 1956-57 
United States - 
Homestake Mining $21,498 $19,354 91% $ — Uranium . $ .97 $1.23 $1.13! $2.00 33 6.0%  4012-31% 
Natomas Co. . 2,821 1,707 60 7.824 a o 31 off — 5% — 8% 4% 
Custom smelting, 
U.S. Smelt. Ref. & Mining 46,000 6,500 14 - {te zine mining, 5.41 4.50 761 2 .50° 30 _ 7134-28 
Canada oil interests 
Dome Mines .... 7,664 5,876 76 7.42 Investments ..... 93 =1.00 64 75 WW” 6.5 16%-11% 
Hollinger Consol. ........... 11,605 9,977 84 5.38 Iron interests ings 35 43 .221 50 21 2.3 3734-18 
Kerr-Addison Gold Mines 16,499 16,277 98 = Investments 95 1.05 74 .80 14% 5.4 22 -13 
Lake Shore Mines.......... 3,032 2,663 89 13.71 Cost-aid subsidy ; Bo .20 .031 _ 4 _ 8%- 3 
Mcintyre Porcupine Mines 10,422 7,432 71 7.53 Investments : . 3.79 3.79 1.581 3.00 70 42 1224-69 
1—6 months. 2—Plus stock. 3—Directors 9/11/57 took no div. action. 4—Total cost per yard. 
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output at no distant date. McIntyre has expanded 
its activities thru operating control of Ventures but 
still confines iself to the mining field. 

An investor searching for a straight gold pro- 

ducer in U. S. or Canada has his field severely lim- 
ited. Homestake comes the nearest to a_ logical 
choice in the U. S. and Kerr Addison, and Dome, 
in Canada. 
These are the major ones. There are dozens of other 
smaller gold producers across the border that are 
publicly owned which could be expected to improve 
under a more favorable climate fo rgold, but each 
one demands a thorough study of ore reserves, 
costs, grade of ore and calibre of management be- 
fore giving endorsement. In particular, the Red 
Lake gold mines, which include Campbell Red Lake 
(a subsidiary of Dome Mines) Cochenour Willans, 
Madsden Red Lake and New Dickinson have made 
a good record in trying times. 


Company Comments 


The accompanying table portrays the importance 
of gold output to the leading producers relative to 
their total income. Figures are based on their 1956 
returns and it is unlikely the ratios will hold true 
in the years ahead, particularly for Hollinger and 
McIntyre. Brief comments follow detailing the ac- 
tivities of several important producers. 

The Homestake mine at Lead, South Dakota is one 
of the world’s major gold mining properties. Since 
its inception, in a period of 79 years, the company 
has paid dividends totalling over $196 million. Pay- 
ments have been continuous except during World 
War II, when the operations were ordered sus- 
pended by the War Production Board. Beginning in 
1953, dividends of $2 per share have been paid 
annually on the 2,009,280 shares of common stock 
outstanding. Historically the company has derived 
substantially all its revenues from gold mining, but 
within the last two years, uranium production has 
accounted for about 20% of net income from wholly 
owned subsidiaries in Utah. More recently the com- 
pany has acquired interests in other uranium prop- 
erties, notably in the Ambrosia Lake area of New 
Mexico, on several of which mines have been devel- 
oped with good profit potential. Two mills are being 
built to treat uranium ores from these mines, which 
will be operated under the sole management of the 
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company as the general partner. These are known 
as the Homestake-Sapin Partners and the Home- 
stake-New Mexican Partners. It is estimated that 
approximately $25 million will be required for de- 
velopment of these properties. For this purpose 
Homestake has recently sold $12 million of deben- 
tures with the balance to be supplied from the com- 
pany’s general funds. 

Profitable as these uranium projects may prove to 
be for Homestake over the future, and intriguing 
as they may be in adding speculative interest to the 
shares, the investor concerned with the position of 
gold producers in a period of declining industrial 
activity, will give major attention to Homestake as 
a gold mine. Considered from this angle, the com- 
pany takes undisputed first place among U. S. gold 
producers. Its gold ore for decades has been con- 
sistently far above the average mined by other 
mines, averaging nearly $12 per ton. Because of 
excellent operating management and good labor 
relations, costs have been held to approximately 
$8.50 per ton and in consequence, the average cost 
per ounce of gold has been less than $26, before 
depreciation and depletion. The profit margin there- 
fore has remained satisfactory, without benefit of 
government subsidy. As of January 1, 1957 the 
company reported over 15 years ore reserves at the 
current annual production rate. This is somewhat 
less than reported a year earlier but may be attrib- 
uted to the need to wait for more complete results 
of development in the lowest level. There is little 
reason to fear that this immense orebody may have 
finally bottomed out, but after 79 years of produc- 
tion, the invitable end is nearer. Conceivably this 
may have prompted the management to use the 
company’s imposing cash resources to enter uranium 
mining in a substantial way. 

In June, 1951, Homestake along with other U. S. 
gold mines instituted an action in the U. S. Court 
of Claims against the Government, seeking compen- 
sation for closing of its mine operations for 214 
years by reason of the War Production Board Order 
issued in 1942. In February, 1956, this Court held 
in favor of the company for an amount believed to 
approximate $10 million in damages. The Supreme 
Court granted a review of the case which will prob- 
ably be argued during the October, 1957 term. If 
the decision of the Court of Claims is upheld it 
could mean about $5 per share for Homestake stock. 
The ultimate outcome (Please turn to page 298) 
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During the postwar decade the electric power 
and light industry has been expanding very 
rapidly, and it is still planning for continued 
substantial growth. As of July 1, 1957 the 
industry had about 127 million kw generating 
capacity (including public power agencies) and 
had placed orders or made plans for installation 
of nearly 53 million kw additional capacity, 
principally in the years 1957-60. Thus the in- 
dustry has confidence that its historic record 
of “doubling every decade” will continue. 

During 1957 utility construction has con- 
tinued at a high level despite increasing costs 
of construction and high money rates. In the 
first nine months of the year electric utilities 
raised about $2 billion for construction expendi- 
tures, compared with a little over $1 billion in 
the same period of 1956. It is possible that some 
companies may now be lowering their sights 
somewhat, but the latest available figures for 
the industry do not indicate much, if any, seri- 
ous slackening in the building program for 
1958. One difficuty is that air-conditioning has 
now become an important part of the summer 
load, and at least two large utilities last summer 
found themselves in trouble during a sudden 
heat wave when air-conditioning demands 
jumped rapidly — hence some companies may 
wish to increase their margin of reserve capacity 
somewhat, even though they may have adequate 
reserves by previous standards. 

Thus far not much has been heard regarding 
cutbacks in utility construction next year. How- 
ever, one utility company which was particu- 
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‘ VA (/ ¢ larly hard hit by high money rates—Puget Sound 

: gt Power & Light, and had to pay over 6% for first 
2 mortgage money last June—is now reviewing its 
construction program for future years to elimi- 
nate any unnecessary items. Other companies 
ean (if desired) easily “hold back” or “stretch 
out” their programs somewhat, due to flexible 
clauses in their contracts for new generating 
units, and the short-term nature of some other 
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construction work. However, it is doubtful whether 
there will be very much of this slackening unless 
business conditions get worse. While railway car- 
loadings have dropped sharply in recent weeks elec- 
tric power output continues to show fair sized gains 
over last year. As regards the high cost of money, 
recent rate decisions have allowed some utilities a 
higher rate of return than the traditional 6%, in 
order to compensate for higher costs of obtaining 
funds. Dividend increases are continuing to appear, 
indicating confidence in the maintenance of earnings. 


Growth Utilities vs. Growth Industrials 


During the postwar period, and particularly in the 
past few years, a great deal of interest has developed 
in the so-called growth utilities, this group being the 
counterpart of the dynamic “blue chip” industrials. 
Both groups sell at higher price earnings multiples 
than the shares of similar companies whose earnings 
have been stable or erratic. In other words, institu- 
tional and other large investors are willing to pay 
more for these stocks (in terms of price-earnings 
multiples) because of the steady gains in earnings, 
dividends and market price. However, if one of the 
growth stocks has a run of bad luck and the upward 
trend of earnings is definitely interrupted, the result- 
ing decline reflects not merely the decrease in the 
earnings but also a lowering of the price-earnings 
ratio due to a less favorable appraisal of future 
growth prospects. 

Industrial “growth” stocks include both old-line 
issues with well-demonstrated earnings growth, such 
as IBM, and newer issues which due to the turn of 
events acquire a sudden market following because 
of anticipated rapid gains in earnings. In the utility 
field, however, there is less of this shifting about. 
Due to certain factors such as favorable regulation 


(or absence of regulation), cheap fuel, and rapid 
increase in population or in local industry, certain 
utilities are regarded by analysts and investors as 
“growth” issues, and while the list may change from 
time to time, there is more consistency in the utility 
“growth” classification than with industrial stocks. 
It should be pointed out, however, that utility com- 
panies also mature, and no matter how favorable 
the regulatory picture, growth can slow down as the 
industrial and population structure of the area 
served undergoes gradual—and sometimes sudden— 
change. 

A few months ago leading growth utilities were 
selling at multiples of 18-21 times earnings, but due 
to the recent market decline they can now be pur- 
chased for about 16-17 times earnings. It is worth- 
while, therefore to use the current period of “waiting 
for market clarification”, to evaluate a diversified 
list of these stocks for possible commitments later on. 


Texas Growth Utilities 


In the accompanying table these growth electric 
utilities have been grouped as Texas utilities, Florida 
utilities, other U.S., and Canadian companies. Most 
of the utilities in Texas have been favorably situated 
for a long time. The use of cheap gas as boiler fuel 
has permitted very low production costs of electricity 
as compared with most other areas where coal or oil 
are consumed. It is true that gas has been rising in 
price—from about 6¢ per mef a few years to 15-20« 
currently—but the Texas companies have been pro- 
tected to large extent by long-term purchase con- 
tracts. As new generating plants are built new con- 
tracts at higher prices become necessary, but the 
increased efficiency of the new plants offsets this in 
large degree. Moreover, many rate schedules contain 
fuel adjustment clauses which pass along to con- 












































Growth Utilities 
Earnings Per Share Increase 
1956 Price- _— Indicated 
9 Months over Recent Earnings 1957 Div. Price Range 
1952 1953 1954 1955 1956 1957 1952 Price Ratio Div. Yield 1956-1957 
Texas Utilities 
Central & South West Corp. $1.60 $1.72 $2.00 $2.04 $2.32 $1.82 45% 38 17 $1.60 4.2% 43-33 
Community Public Service 1.48 1.60 1.69 1.71 1.82 1.866 23 24 13 1.30 5.4 274-22 
Gulf States Utilities 1.45 1.87 1.88 2.16 2.21 2.311 53 35 15 1.60 45 4234-3258 
Houston Lighting 1.78 1.99 2.30 2.52 2.80 2.06 57 50 18 1.60 3.2 6078-411 
Southwestern Public Service 1.40 1.48 1.46 1.54 1.64 1.772 (17 30 17 1.48 49 3318-2412 
Texas Utilities 1.56 1.67 1.93 2.06 2.35 2.50° 51 42 16 1.44 3.4 4912-3458 
Florida Utilities 
Florida Power Corp. 1.81 1.89 2.22 2.30 2.86 2.17 58 50 17 1.80 3.6 5978-4134 
Florida Power & Light 1.42 1.54 1.75 2.05 2.59 2.31 83 49 16 1.28 2.6 5934-36354 
Tampa Electric 1.08 1.18 1.37 1.37 1.66 1.80! 54 29 17 1.20 4.1 35 -24'2 
Others U. S. 
American Gas & Electric ‘ 1.55 1.61 1.68 1.95 2.03 2.148 31 34 15 1.60 47 431/2-297% 
Atlantic City Electric 1.15 1.30 1.41 1.54 1.65 1.27 44a 29 16 1.30 4.4 3012-267 
Delaware Power & Light 1.75 1.84 2.08 2.32 2.50 2.09 43 45 16 1.80 4.0 5112-367 
| Southern Company 1.18 1.24 1.29 1.35 1.54 1.581 31 22 14 1.10 5.0 25-19% 
Virginia Electric & Power 87 89 1.10 1.27 1.39 1.14 60 22 15 1.00 4.5 28 -19% 
Canadian 
British Columbia Power , 1.34 1.47 1.62 2.05 2.34 _ 75 40 157 1.40 3.8 5512-348 
Shawinigan Water & Power............ 64 J8 95 1.16 1.42 1.065 122 25 157 68° 28 3358-2134 
1—12 months Sept. 30. %—12 months August 31. 5—After 3 for 1 stock split Oct. 1957. 7—Based on 1956 earnings. 
2—12 months July 31. 4—Plus stock. 6—12 months ended June 30. 
TT — ne — 
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sumers any higher cost of fuel. Hence thus far the 
rising cost of gas has apparently had little retarding 
effect on the upward trend of share earnings. 

Utilities in Texas have been favored by the very 
flexible regulation by municipal authorities—there is 
no state commission having jurisdiction over electric 
companies. For the most part the companies have 
been able to obtain franchise renewals without 
trouble, and where rate increases have been needed 
municipalities have generally agreed without raising 
difficulties. A state law sets up 8‘ as the equivalent 
of the 6% “fair rate of return” elsewhere, but some 
utilities have earned well over 8° in some years. 

Texas utilities have also benefited greatly by the 
continuing discoveries of oil and gas, and the rapid 
influx of new industry into the state, supplementing 
the old cattle-cotton economy. The financial pros- 
perity of the state, built largely on tax-free earnings 
from oil wells, has not only favored the rapid growth 
of the utility companies but has provided a favorable 
atmosphere for them with no public quibbling or 
criticism over rising earnings. 

Texas Utilities Company has been one of the most 
consistent growth utilities in recent vears and while 
the company will not forecast share earnings, Presi- 
dent MacGregor recently announced that the com- 
pany planned to increase its generating capacity 
about 50° between now and 1960, assumed stable 
economic conditions. While the company may sell 
common stock next year this will probably not exceed 
4% of the outstanding shares so that dilution of 
earnings can be negligible. 

Houston Lighting has also enjoyed consistent gains 
in share earnings, but this year issued 10° more 
shares so that earnings for the calendar year are 
expected to remain around $2.80, the same as last 
year. However, a satisfactory increase in share earn- 
ings is expected in 1958 and 1959. Here again the 
company is planning a very heavy expansion pro- 
gram—$272 million expenditures for the period 1955- 
1959 or more than double the amount estimated 
about two years ago, depending of course on the 
outlook. 

Central & South West Corp. has also enjoyed a good 
record but recent share earnings have been diluted 
by the equity offering of early this year. Earnings 
for the year are expected to show a moderate gain, 
however—about $2.40 vs. $2.32. 

Southwestern Public Service started as a rapid 
growth company in the 1940s. Earnings dropped in 
1954 and it took two years to recover to the 1953 
level of $1.64. But now the company seems to be 
getting back into its stride and with nearly 40% 
excess capacity earnings are expected to continue 
on the upgrade again depending on the business 
outlook which applies to all companies. 

Gulf States Utilities has been somewhat handicapped 
by the fact that roughly half its operations are in 
Louisiana, where local politics may play a role and 
regulation has been rather unfavorable in recent 
years. However, with the other half of its business 
in Texas the company has held its own fairly well. 

Community Public Service is a smaller Texas utilities 
which has enjoyed good gains in earnings, is avail- 
able at a lower multiple of earnings, and affords a 
better yield than other Texas utilities. The company 
buys almost all its power requirements, which may 
explain why it is not classed with the larger growth 
utilities. 
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Florida Utilities Are Well Situated 


The leading Florida utilities — Florida Power & 
Light, Florida Power Corp., and Tampa Electric — 
have been equally popular with investors as growth 
stocks. Florida has enjoyed practically uninterrupted 
growth in population since the early 1930’s and 
utility output has increased correspondingly. In re- 
cent years light industry has been coming into the 
state, and the tourist business on the east coast has 
expanded rapidly. In the pre-war period the growth 
factor was offset by adverse regulation and other 
factors. The present utilities emerged from holding 
companies in the 1940’s and in the post-war period 
have become increasingly popular. 

Regulation of utilities in Florida was formerly in 
the hands of local boards and municipalities, and the 
Pinellas County Board was particularly anti-utility. 
However, a State Commission was set up a few 
years ago and has maintained a friendly and coopera- 
tive attitude toward utilities under its jurisdiction, 
with a resulting ‘“‘favorable regulatory climate” 
which has become well-known to investors. While 
the cost of oil as fuel might have become a problem 
from the earnings angle, the utilities have been 
allowed to use fuel adjustment clauses in their rate 
schedules—a different situation than in California 
where the Commission has not favored this pro- 
cedure. 

This summer, however, the Florida Commission 
suddenly announced that Florida Power & Light was 
earning an excessive return on its rate base and 
would have to take a rate reduction. (Florida Power 
Corp. and Tampa Electric were not affected). Florida 
Power & Light did not object too strongly to the 
rate cut but did not like the low rate base figure set 
by the staff of the Commission. After a few weeks 
of negotiation, without prolonged hearings, the com- 
pany accepted a rate cut of about $4 million or 
approximately 35¢ ver share, effective September 1. 
Pro forma earnings after the rate cut would provide 
a return of nearly 7‘< on the rate base as fixed by 
the Commission, or about 612% on the larger rate 
base which the company considered justified. 

The Chairman of the Commission, in a subsequent 
talk before the New York Society of Security Ana- 
lysts, indicated that the future allowable rate of 
return will be somewhat flexible. If the earned re- 
turn increases or decreases by one-half per cent from 
the current 7 per cent in future, the Commission 
will probably consult with the company regarding 
measures to be taken. The company evidently con- 
sidered this a satisfactory arrangement, and the 
management has indicated that they remain on 
excellent terms with the Commission. 

Despite the rate cut Chairman MacGregor Smith 
of Florida Power & Light has estimated that earn- 
ings for the calendar year 1957 may approximate 
$3.10-$3.16 as compared with $2.59 in 1956 and $2.80 
for the twelve months ended June 30. However, this 
forecast perhaps did not take into account the dilu- 
tion which will result from the sale of 300,000 shares 
of common stock scheduled for November 20. This 
would reduce the share earnings about 15¢, reducing 
the estimate to around $3, unless the company 
decides to use the device of “‘average shares” to mini- 
mize the effect, as is done by some companies. 

Florida Power & Light is continuing to expand very 
rapidly and is one of (Please turn to page 300) 
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Specialists In 
Cost Cutting 


By HAROLD M. EDELSTEIN 


Along with other capital goods producers, the 
makers of materials handling equipment are finding 
their boom topping out. But there are several factors 
in their outlook indicating that the effects of a re- 
duction in capital spending, and a general business 
downturn, will be more moderate than on other 
equipment manufacturers. 

The first and most important of these is that 
materials handling systems afford many companies 
an excellent opportunity for reducing operating 
costs—and although this is always an important 
consideration, it is especially so now when so many 
corporations are having trouble passing cost in- 
creases on to their customers in the form of higher 
prices. Just a glance at third quarter earnings re- 
ports (and for that matter first and second quarter 
results as well) indicated how widespread the profit 
margin squeeze has become—and with the cost of 
handling materials estimated at anywhere from 25% 
to 60% of total manufacturing costs, this is an area 
that cost-conscious managements are going to seru- 
tinize carefully. 

Translating materials handling into labor terms, 
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as much as 50% of total labor costs in many indus- 
tries is incurred in just moving raw-materials and 
finished products from one place to another within 
the physical confines of the factory, Is it any wonder 
then, that the post-war era, with its steadily rising 
wage rates has witnessed a virtual revolution in 
materials handling, raising it from a hit-or-miss 
proposition before the war, to a carefully controlled 
science today? 

To the layman the best visual evidence of the rad- 
ical change it has brought to manufacturing proc- 
esses is the long, low, one-story factory which now 
dots the suburban landscape clear across the nation. 
The reason for this change in industrial architecture 
is not difficult to discern once we realize that new 
materials handling techniques are most economical 
if the work can be made to flow in a continuous 
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stream through the production process, instead of 
being shifted from floor to floor as was formerly 
done in the old-style, multi-story plant. The continu- 
ous flow understandably reduces the amount of 
handling by human hands—and hence the labor cost. 

The architecture of these new plants, incidentally, 
points to another important reason for the assump- 
tion that materials handling equipment makers will 
fare reasonably well during a moderate recession. 
Since the new factory has been designed to make 
automatic handling machinery an integral part of 
its function, breakdowns anywhere along the line 
can interrupt the entire operation of the plant. 
Therefore, equipment must be constantly main- 
tained—or frequently replaced—if efficient production 
is to be sustained. The equipment makers are thus 
assured of a reasonable level of replacement busi- 
ness during most periods. 

Also working to the advantage of the equipment 
makers is the long-range labor shortage which will 
tend to keep wage rates high, even if other com- 
modity prices give ground in a recession. For the 
rigid wage structure will spur industry to concen- 
trate its capital expenditures on modernization and 
internal efficiency, rather than expansion of physical 
capacity. Automation—that catch-all word—will be 
emphasized to the advantage of the manufacturers 
of the “muscles” of automated systems. 

Some idea of what this means to the industry can 
be gathered from projected capital spending figures 
for 1958. It is well advertised that total outlays have 
turned downward from the $37 billion per year peak, 
but authoritative estimates place the overall drop 
in 1958 at only 7%. Thus total capital spending will 
be almost as high as in 1956 and a full 20% ahead 
of the 1955 rate. For the economy as a whole, any 


retardation in the spending rate eliminates its effect 
as a stimulant, but for materials handling makers, 
the high level that will still prevail may assure sub- 
stantial spending for their products as manufac- 
turers strive to lower costs. 


Materials Handling In Non-Manufacturing Industries 


Another factor of importance is that capital 
spending in many non-manufacturing industries is 
still on the upgrade, and many of these are turning 
increasingly to materials handling techniques. Cost 
reduction is obviously not solely a problem for manu- 
facturers, and materials handling systems have 
come into wide usage across a broad scale ranging 
from stevedoring to the neighborhood supermarket. 
The handling of goods on both a retail and whole- 
sale level, in fact, has undergone a radical change 
in recent years, thanks to new concepts in stacking 
and moving merchandise. 

In the newer supermarkets today, canned goods 
are lowered from the warehouse delivery truck onto 
automatic conveyors that stack and store the pack- 
ages in handy units for immediate call in the retail 
store. When goods are to moved to the sales floor, 
roller-type conveyors move the packages to small 
elevators, raise them to the desired level and then 
stack the cans, boxes, etc., in handy “take-it-your- 
self” racks. 

But in warehousing, the advances have gone much 
further. As an example of what this has meant to 
distribution costs, take a look at a warehouse oper- 
ated by a winery on the west coast. There four men 
perform the entire warehousing operation each 
afternoon, handling more goods in the process, and 
at a lower cost than was formerly the case when two 














Principal Materials Handling Companies | 
—_——1956 Ist 9 Months 
1956 ~~ —_———1957 Indicated 
Net Net Net Net Div. 
Sales Per Sales Per Net Sales Net Per Rate Recent Price Range Div. 

(mil.) Share (mil.) Share (mil.) Share 1957 Price 1956-57 Yield 
American Chain & Cable $ 117.6 $6.80 $ 861 $5.22 $ 87.3 $4.79 $2.50 42 6414-3812 5.9% 
Chain Belt 56.71 6.731 42.4° 4.62- 45.1- 4.64- 3.25 52 75%2-45'2 6.2 
Clark Equipment 145.3 4.11 111.6 2.85 109.0 2.77 2.25 39 752-38 5.7 
Harnischfeger Corp. 81.1! 4.16! 37.38 1.68" 42.4% 2.38% 1.60 27 43%%-24% 59 
Hewitt-Robins Inc. 55.4 3.35 38.9 1.91 41.4 2.09 2.00 29 4612-26 6.8 
Joy Manufacturing 81.94 3.184 121.15 6.10° 130.5" 6.30" 3.00 45 76%4-35% 86.6 
Link Belt 163.9 5.95 122.3 4.39 127.5 4.21 3.25 53 76\2-47'2 6.1 
Manning, Maxwell & Moore 45.8 3.17 32.5 2.16 42.6 2.94 1.20 22 3758-1634 5.4 
Massey-Harris-Ferguson 372.11 221 n.a. n.a. n.a. n.a. 40 6 9\2- 558 6.6 
Yale & Towne 122.5 2.79 90.5 2.09 95.2 1.69 1.50 232 345-234 63 


9 Companies With Important Stake in Materials Handling 








Allis-Chalmers $ 547.4 $2.42 


$ 432.2 $2.00 25 
American Metal Products 65.1 3.01 47.6 1.97 56.4 2.94 1.50 21% 29 -21% 6.9 
Borg-Warner : : 598.6 4.01 443.8 2.48 459.3 2.49 2.40 34 50%-32 7.0 
Food Machinery & Chem. 293.7 4.72 80.89 2.76" 83.0° 2.65" 2.60 45 77 -42% 4.4 
Goodrich (B. F.) 724.1 4.90 538.6 3.44 560.8 3.38 2.20 60 894-60 3.6 
Goodyear Tire & R. 1,358.7 6.03 1,010.5 4.47 1,082.4 4.98 2.40% 80 954-60 3.0 
Ingersoll Rand 189.1 5.96 n.a. 2.719 n.a. 3.01" 4.00 66 8812-59 6.0 
International Harvester 1,252.0! 3.16! 609.38 1.56% 553.18 1.208 2.00 30 4152-2958 6.0 
Smith (A. O.) Corp. 237.17 3.017 238.28 3.555 267.35 4.855 1.45° 31 4434-254 4.6 


$1.87 $ 419.3 $1.76 3758-247 8.0% 











| n.a.—Not available. 

1—Years ended Oct. 31 

2—9 months ended July 31. 
3—6 months ended April 30. 
4—Year ended Sept. 30, 1955. 

















NOVEMBER 23, 1957 


5—Years ended Sept. 30, 1956 & 1957. 
6—Plus stock. 

7—Year ended July 31, 1955. 
S—Years ended July 31, 1956 & 1957. 
°—6 months ended June 30. 

















full shifts of laborers were used. The warehouse 
is almost completely automatic, and except for 
human supervision every operation is directed from 
a control room “brain center”. The physical labor is 
done through a bank of over 60 gravity roller stor- 
age conveyors which feed merchandise onto electron- 
ically controlled belt carriers. Electric-eye counters 
keep tabs on the merchandise, memorize its type and 
location, and can, at the flick of a switch send any 
number of cases on the way to the retailer. All in all 
over 1500 cases of wine per hour can be sorted, 
stored and catalogued by the system. 

With such a broad market potential it is not sur- 
prising that a number of major companies in other 
industries have diversified into the field. The Buda 
Division of Allis-Chalmers and the Baker-Raulang 
Division of Otis Elevator give the two parents an 
important stake in the fork-lift truck field. Goodyear, 
Goodrich and U.S. Rubber are important manufac- 
turers of conveyor systems, and Food Machinery & 
Chemical is a major producer of belt and roller con- 
veyors, Materials handling is also an important 
source of revenue to Borg-Warner, both through the 
manufacture of equipment and specialized trans- 
mission systems used in various lines of industrial 
trucks. 


Principal Materials Handling Companies 


Of the companies engaged almost solely in the 
production of handling equipment, Clark Equipment 
and Yale & Towne probably produce the broadest 
product lines, but others, such as Link-Belt (the old- 
est and best established in the industry) have im- 
portant diversification in other types of machinery 
and special products. 

As a group the companies have been particularly 
successful in recent years, and 1956 was a record 
year. The pace continued through the first half of 
1956, but some chinks in the armour of the more 
vulnerable producers have now begun to show up. 
Most of their difficulties stem from their own cost 
problems, but there has also been a drop in new 
orders for some producers. All however, are experi- 
encing some price resistance. Nevertheless, most 
backlogs are in good shape assuring high earnings 
for all 1957, and a good part of 1958. The outlook 
and performance records of the most important 
companies are discussed below. 


Company Comments 


Among the makers of conveyors and chain-trans- 

mission equipment, Link Belt and Chain Belt are 
old-line, well established companies with long rec- 
ords of consecutive dividend payments and sound 
finances. 
Link Belt’s record of unbroken dividends stretches 
way back to 1875, and except for the debacle year 
1932, every year in the last 50 has been a profitable 
one. Prior to World War II operations were subject 
to wide cyclical swings, but able management and 
conservative financial policies kept the company 
on even keel. Since the war, however, the powerful 
stimulus of new markets for materials handling 
equipment has introduced a better degree of stability 
into operations, without changing the company’s 
sound approach to traditional financial practices. 

Today, over 50% of Link’s business is accounted 
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for by materials handling machinery, while trans- 
misison systems, power shovels and engineering 
services provide the balance of revenues. The effect 
of the upsurge in material handling since the war 
raised annual revenues to $164 million in 1956 from 
$61.6 million in 1946. In the same period earnings 
per share have climbed from $2.75 per share to 
$5.95; dividends to $3.15 from $1.00; and book 
value has more than doubled. What is most impres- 
sive about the company’s record is that there has 
been no outside financing since the war, yet net 
working capital has jumped from $21 million in 
1946 to almost $56 million at the end of 1956. Cash 
items followed a similar course, amounting to $7.6 
million in 1946, and $16.5 million in 1956. 

Through the first half of 1957 sales and earnings 

continued to gain over 1956, but by the third quarter 
increased costs, largely resulting from expansion of 
the company’s own facilities reduced results for the 
nine months moderately, to $4.21 per share from 
$4.39 last year. Nevertheless, the company’s back- 
log of orders continues to exceed 1956 levels, despite 
consistently higher shipments this year, indicating 
that earnings declines, if any will be small this year, 
and not particularly significant in the early part of 
1958. For the balance of 1958, capital spending 
levels must be carefully watched. 
Chain Belt realizes about 25% of its income from 
conveyors and over 50% from transmisison systems 
sold to other materials handling producers. Though 
smaller than Link-Belt, the firm’s long term perform- 
ance record compares reasonably well, except for 
some outside financing in 1952, and again in 1956. 
Capitalization is still small however with only 736, 
838 shares of stock outstanding, preceded only by 
$3.3 million in long term debt. 

In the first nine months of this year shipments 
were at record levels, leading to a 7% increase in 
sales revenues, but also a moderate decline in back- 
log. Net income rose slightly to $4.64 per share from 
$4.62 (after adjustment for a 5% increase in the 
shares outstanding). 

Full year earnings should approximate last year’s 
results, and with the addition of full year benefits 
of new subsidiaries taken over during 1957, a satis- 
factory 1958 is in the cards, of course depending on 
the size of capital spending. 

Among the fork-lift truck makers, Yale & Towne 
is probably best known for its locks and hardware, 
but materials handling equipment today produces 
the lion’s share of revenues. Since the war, the com- 
pany’s accent on materials handling has led to par- 
ticularly happy results. Sales have soared to almost 
$123 million in 1956 from a pre-war level of $17 
million, and a 1946 figure of $40 million. Con- 
sistently sound finances have been maintained 
throughout the transition and both working capital 
and cash are in better shape today than they were in 
1946. Earnings have improved from 81¢ in 1946, 
and amounted to $2.79 per share in 1956. 

So far in 1957 the pattern of year-to-year sales 
gains has continued, but reflecting non-recurring 
start-up expenses of new plants, earnings have 
trailed 1956 all year. For nine months, the company 
earned $1.69 per share compared with $2.09 in the 
same period last year, and full year results will be 
down accordingly, However backlogs are at histor- 
ically high levels as we approach 1958. 


Clark Equipment, another (Please turn to page 306) 
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For Secondary Defense Suppliers 


Reappraisal of the Aircraft and Missile Subcontractors in 
A Period of Shifting Emphasis in U.S. Military Strategy 


By IGOR de SEVENSKI 


The President’s renewed emphasis on defense spend- 
ing may change it all, but in the meantime the Penta- 
gon’s first wave of cutbacks and stretchouts coupled 
with the shift in emphasis from manned aircraft to 
missiles, is playing havoc with many companies that 
have large stakes in subcontracting for the aircraft 
industry and other defense activities. Already, can- 
celed projects and stretchouts are having a visible 
impact on business. Labor layoffs are cropping up in 
the industry. Many companies are beginning to shift 
from defense jobs to commercial business, and prime 
contractors are beginning to study each new job to 
determine whether they can do it themselves instead 
of farming it out to subcontractors. Some subcontrac- 
tors who haven’t the facilities to change to other jobs 
if prime contractors cancel or withhold orders could 
be backed right out of business, and others will face 
what could be serious losses in industrial investment. 

Signs of these strains appear all over the nation. 
The West Coast, of course, heart of the aircraft 
industry, is hit the hardest. The Southwest also has 
suffered. 
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On the West Coast, the fate of the subcontractor 
typifies the problems that face them all over the 
nation. Business is down substantially, backlogs are 
down to only two weeks versus one year with some 
companies, and layoffs are becoming problematic. 
Many companies hoped that they could convert to 
military electronics work in the event of such a crisis 
but it’s not working out that way. Switching from 
aircraft subassemblies, components, and parts to 
electronics work is illusionary since electronics takes 
different equipment and skills in most cases. Besides, 
competition is keen with many prime contractors 
going after more electronics work themselves 

Many business leaders believed that Sputnik would 
change all this and that all would be rosy for the 
future but a hard look at some of the facts convinces 
all but the most myoptic that the picture is unclear 
for many companies involved in subcontracting for 
the military, and perhaps only a handful will benefit. 
That the $38 billion defense ceiling will be raised is 
academic; already it has been raised to $38.7 billion 











and at this point, it is about in line with the actual 
current rate of defense spending. Moreover, it will 
keep rising, as expected additional appropriations 
for missiles programs become effective. But, in terms 
of practical impact on the economy, this means that 
while there will be probably no further cutbacks, 
neither will there be any quick and dramatic increase 
in total government spending. 

While the consequences of the Defense Depart- 
ment’s budget crisis have been painful to military 


concerned, possibly cameras installed in missiles will 
supplant manned aircraft reconnaissance when tech- 
nological “bugs” are ironed out. 


Aircrafts on the Down-Grade 


The fighter aircraft is clearly on the decline. After 
1960, the manned fighter may be only an ancillary 
weapon. With the advent of close support missiles 
that can provide air cover for troops, such as the 





subcontractors there appears an 
even greater change, far more 
severe in the offing — in the 
approaching shift of U.S. strategy 
from its chief reliance on con- 
ventional aircraft to a reliance 
on missiles and other automatic 
weapons systems for national 
defense. 

Not too long ago, aircraft mag- 
nates were exposed to some star- 
tling revelations in a meeting 
with the Air Force. A preview of 
the probable shape of things to 
come outlined by the new Secre- 
tary of the Air Force, James H. 
Douglas, with the aid of an analy- 
sis prepared by the Air Material 
Command showed changes in the 
buying pattern projected for the 
years up to 1960 that literally 
stiffened the executives in their 
seats. The salient points covered 
by this analysis are as shown in 
the box herewith. 

That the Air Force, along with 
the Navy’s Air Arm, is in the 
_ process of shifting more and more 
‘to missiles hardly came as a sur- 
prise to the prime contractors. 
What took them aback was the 


MISSILES VS. AIRCRAFT 


—By 1960, the share of the Air Force's 
budget going to manned aircraft-bombers, in- 
terceptors and transports — is scheduled to be 
cut by more than half. 

— Prime contractors’ producing these aircraft 
at the rate of $4 billion in 1956 are scheduled 
to drop to $1.9 billion for the year 1960. 

— As the demand for manned aircraft drops, 
so will the demand for the turbojet engines 
that now go into them. 

—In 1960, deliveries of such engines are 
scheduled to drop to an annual level of $995 
million, a 34% shrinkage from the current $1.5 
billion in 1956. 

—On the other hand, the volume of the 
missile producers is expected to rise nearly 
sixfold, until by 1960 their $2.8 billion share of 
the Air Force business will be almost half as 
much again as that going for manned aircraft. 

— Also the business of so-called esoteric 

9 — rockets, ramjets, and the like — will 
be rising almost as fast as that of the missile 





makers. 

—The business of the electronic specialists 
also will increase more than 70%, reaching an 
estimated yearly output for the Air Force's 
account of $1.3 billion by 1960. 


Army’s Hawk and Corporal, and 
ground-to-air missiles like the 
Bomare, the Air Force is pre- 
paring to adjust its concept of 
defense and attack without the 
interceptor. For the airframe in- 
dustry that has concentrated on 
fighter aircraft, the outlook is un- 
certain and for those who have 
no stake in missiles, dim. 

The aircraft engine field seems 
to have more than its share of 
troubles. With the exception of 
the major companies who will be 
capable of making chemical and 
nuclear power plants, the immedi- 
ate situation is serious. Probably 
many smaller jet manufacturers 
will fall by the wayside. 

The bomber’s future, by con- 
trast with that of the fighter, 
looks fairly secure, at least for 
the immediate future. The big 
changes in the wind will be a 
chemically fueled craft and a 
possibility of a nuclear-powered 
bomber sometime in the distant 
future. 

It becomes evident that those 
companies in airframe subcon- 
tracting are vulnerable as well as 


imminence and extent of the shift. 
The emergence of Sputnik should 
in fact accelerate this change and magnify the rate 
of conversion to missile thinking. 


The Plight of the Subcontractor 


What about the role of the subcontractor here? 
How about the corporation that diversified into the 
“subcontracting for the military field” which was 
the vogue “yesterday”. The fate of their capital 
investment? That many are hurt with cutbacks and 
stretchouts is an obvious near-term deduction. But, 
what about the long-term effect of the more impor- 
tant shift to missiles concept? Perhaps many of these 
questions can be answered by a calculating look at 
the prime contractor’s position here with the knowl- 
edge that “‘as the tree is bent, so are the branches”. 

For the aircraft industry it will be not one critical 
turning point, but rather a succession of turning 
points that will materialize as the new catalogue of 
missiles, both long and short range, offensive and 
defensive, emerge from the research and develop- 
mental stage and pass on their way through the 
service test phase to the operational inventory. These 
weapons in their manifold variety are designed to 
perform practically every job now being done by the 
airplane with the exception of reconnaissance and 
military transport and as far as reconnaissance is 
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those companies who will not be 
able to compete with the prime 
contractors for electronics work. 

Within this general framework, each defense sub- 
contractor will be affected differently, depending 
upon the amount of defense business he carries and 
his product. Basically, the big difference will be 
whether the company is a fabricator or has the 
research and development phase to back up his 
product. It all depends on whether they shift 
into non-military jobs if necessary, or into 
specialties that make them immune to defense 
changes. 


Missile Subcontractors Also Have Difficulties 


On the other hand those companies who can shift 
into missile subcontracting or are already doing 
such work, face a much brighter future. The bulk 
of defense spending seems to be heading for the 
missile program. Of particular note here is the fact 
that roughly three fourths of a missile’s cost is in 
electronic components. Thus the field of electronics 
seems particularly attractive. On the whole, however, 
there are risks apparent even here since there are 
possibilities of changes in concentration of efforts 
and outlays for greatest speed and maximum results 
especially in “crash” programs headed by missile 
“ezar” who may want (Please turn to page 311) 
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ACF Industries 
American Bosch Arma 


American Machine & Fdry 


Avco Mfg. 
Bell Aircraft 


Bendix Aviation 

Budd Co. 

Chance Vought Aircraft 
Consol. Electrodynamics 
Curtiss-Wright 
I, Bi arnccsccensisnesctocnscores 
Fairchild Camera & Instru. 
Garrett Corp. 

General Precision Equip. 
General Tire & R. (Aeroject) 
Hazeltine Corp. 


Hoffman Electronics 


Kelsey-Hayes Co. 


Litton Industries 
Menasco Mfg. 


Minneapolis-Honeywell Reg. 


Northrup Aircraft 

Olin Mathieson Chemical 
Rheem Mfg. 

Rohr Aircraft 

Solar Aircraft 

Sperry Rand 

Thiokol Chemical 


Thompson Products 














(NA)—Not available. 
(d)—Deficit. 

1—Year ended April 30, 1957. 
2—Quarter ended July 31. 
3—Year ended Sept. 30. 

4—9 months ended June 30. 
5—6 months. 
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cnet ooieenene 
29 Secondary Defense Companies 
ecient _1st 9 Months. : 
— = —- ae 
Net Earnings Net Earnings Net Earnings Indicated Price 
Sales Per Sales Per Sales Per 1957 Recent Range Be 
Defense Items Mfg. (Mil.) Share (Mil.) Share (Mil.) Share Dividend Price 1956-57 field 
Missiles, electronic, $294.5' $6.39: $ 67.92 $1.482 $81.0? $1.75? $4.00 43 6776-3914 9.3% 
navigational instruments. 
Aircraft engine accessories, 122.2 2.55 86.7 1.86 101.0 2.26 1.05 20 27-16% 5 
controls, instruments. 
Missile launching equipment, 175.2 3.00 141.9 2.20 194.5 2.43 1.20 31 4334-2414 3.9 
radar components. 
Aircraft, jet engine 320.5 d1.84 246.1 d.41 238.9 92 10 6 73%- se 1.6 
components, control & 
armament equipment. 
Helicopters—electronics, 216.0 2.21 156.1 1.73 151.3 1.16 1.25 17 27: ~-11¥2 7.3 
rocket engines, missile 
systems. 
Aviation, electronic and 581.4% 5.04* 437.3' 3.214 541.1% 3.97% 2.40 48 6634-42 5.0 
ordnance equipment. 
Alloy components for aircraft 307.8 1.97 231.9 1.64 243.9 1.63 1.40 16 2134-1346 8.7 
& aircraft engines. 
Naval fighter aircraft, 118.1 3.81 77.1 1.84 145.4 3.37 1.60 29 494-2058 5.5 
guided missiles. 
Electronic control 25.0 1.35 22.4 91 16.2 55 .40 27 5434-21 1.4 
instruments. 
Jet and piston engines, 571.0 5.64 279.15 2.76" 313.3 2.72 3.00 31 4934-2634 96 
aircraft equipment. 
Electronic & nuclonic 74.4° 2.77° 33.6® 1.25% 39.3 1.235 1.20 33 47 -22 3.6 
instruments, controls. 
Aerial cameras and 42.9 1.48 20.6° 1.72° 19.9 56 - 18 2738-16 oe 
equipment. 
Various specialized aircraft 176.0° 5.027 41.58 1.328 44.1% .53* 2.00 28 541/2-23%4 7.1 
products. 
Aircraft & missile controls, 153.2 1.63 74.15 84° 93.3° 2.10° 2.40 33 5312-304 7.2 
electronic computers. : 
Rocket motors & components, 390.4 2.21 278.1 1.22 311.0 1.61 .70) 28 327/g-153%4 2.5 
propellants. 
Radar and electronic 69 2.80 (NA) (NA) (NA NA 1.40 34 48 -2934 4.1 
systems. , 
Sonar, radar, fire control, 46.5 2.19 34.2 1.51 31.1 1.65 1.00 19 2576-174 5.2 
missile equipment. 
Jet engine turbine and ~ = 154.5" 5.28" 201.8' 6.22° 2.40 36 493/4-30 6.6 
compressor blades. 
Radar equipment, aircraft & — =_ 14.910 97 27.9% 1.51) _ 38 5636-1434 - 
missile control systems. 
Landing gear for aircraft, _ — 18.1! 70" 23.7)! 76)! .30 4 8 4 7.5 
missile components. 
Aviation control instruments. 287.9 3.40 196.6 2.20 234.5 2.08 1.75 81 131-58 2.1 
Guided missiles—military — ~ 322.4" 10.56" 281.2"° 7.47 1.60 22 29Ve-153% 7.2 
aircraft. 
Propellant rocket engine, & 596.6 3.38 456.9 2.71 448.5 2.12 2.00 43 6236-38528 46 
component parts. 
Aircraft components, 173.9 (d)5.01 126.4 (d)1.23 147.5 1.09 10 13 376-1134 7 
missile parts. 
Jet bomber struts and _- - 90.0" 3.49 115.7% 4.14'° 1.40% 24 3314-1914 5.9 
power packages. 
Jet engine components, 83.1 55! 15.92(d) .27? 21.8" 912 1.00 19 24 -15% 5.2 
missile and rocket parts. 
Missile systems, electronic 871.0° 1.748 195.6!" .39%2 213.1% 352 .80 19 292-18 4.2 
instruments, controls. 
Solid propellant rocketry. 21.0 2.00 14.3 1.35 20.7 2.10 14) 65 702-232 ~ 
Missile research and ‘ 
development, 306.5 4.60 214.7 2.66 284.1 3.73 1.40 51 8934-46 YO 
communication accessories. 
®—Year ended March 31, 1957. 12_Quarter ended June 30. 
7~Year ended June 30, 1957. 13—Plus stock. 
8—Quarter ended Sept. 30, 1957. 4—Paid 5% in stock. 
®—Years ended Aug. 31, 1956 and 1957. 
10—Years ended July 31, 1956 and 1957. 
11—Years ended June 30, 1956 and 1957. 
AT ee —e meee 
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1957 

















Cross Currents 


The stock groups performing 
better than average at this writ- 
ing are principally aircrafts and 
air transport, both in sharp rallies 
after extreme declines ; a!so drugs, 
electrical equipment, baking, food 
brands, dairy products, food stores 
and tobaccos. The more important 
groups under more than average 
pressure at this time are automo- 
biles, chemicals, machinery, metal 
fabricating, oils, paper, rails, rail 
equipments, steel and tires. 


Smart? 


On balance, open-end invest- 
ment trusts added to stock hold- 
ings in the third quarter, with oils 
the most popular group. The 
group is currently at a new low, 
well under its third-quarter aver- 
age level and its level at the end 
of the quarter. Of course, the buy- 
ing is long term, and could even- 
tually prove right. But certainly 
the medium-term domestic oil pic- 
ture is clouded by over-supply and 
pressure on product prices; and 
there are worrisome longer-range 
contingencies in the foreign end 
of the business. The uncertainties 
posed by Russian policy in the 
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ror PROFIT ann INCOME 


Middle East and by extreme Arab 
nationalism need no emphasis. 
The general deal on foreign crude 
oil production by international 
companies is a 50-50 profit split. 
However, one Italian company has 
breached this with a 25-75 ar- 
rangement in Iraq. How long will 
other governments in the Middle 
East and elsewhere be content 
with a50‘% share of the oil money ? 
We continue to see no need for 
hurry in buying oil stocks. 


Drugs Favored 

Mutual, and other, fund mana- 
gers stepped up purchases of drug 
stocks markedly in the third quar- 











ter; and, judging by the perform- 
ance of the group in October and 
in November to date, this prefer- 
ence has continued. The basis for 
it is clearer than that in the case of 
oils. Although most drug stocks 
are at least medium-high on cur- 
rent earnings, profits are tending 
up; and the general prospect is 
favorable for 1958 and beyond 
because the business is largely 
unaffected by normal variations 
in economic activity. This is one 
of the very few stock groups 
which, on the July-October mar- 
ket decline, remained well above 
its low point of last February. A 
bullish long-pull viewpoint on se- 
































INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1957 1956 
American Chicle Quar. Sept. 30 $1.28 $1.11 
Colgate-Palmolive Co. Quar. Sept. 30 1.70 91 
Cooper-Bessemer Corp. Quar. Sept. 30 1.20 1.04 
General Cigar Co. Quar. Sept. 30 1.47 -93 
Harbison-Walker Refract. Quar. Sept. 30 1.12 78 
Textron, Inc. 9 mos. Sept. 30 1.67 71 
Allen Industries 9 mos. Sept. 30 2.05 1.35 
Philco Corp. Quar. Sept. 30 37 -04 
Pittsburgh Consol. Coal Quar. Sept. 30 -66 52 
Sheller Mfg. Co. Quar. Sept. 30 38 01 
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lected drug stocks remains justi- 
fied. Among the best are Ameri- 
can Home Products, Mead John- 
son, Merck, Parke Davis, Pfizer 
and Warner-Lambert. 


Support 


As indicated by their present 
positions in 1957 price ranges, 
the following stocks have con- 
tinued to meet a degree of sup- 
port well above average Ameri- 
ean Bakeries, American Chicle, 
American Stores, Anchor Hock- 
ng Glass, Borden, Corn Prod- 
icts, General Foods, Household 
“inance, National Biscuit, Penick 
& Ford, Lorillard, Kroger, Merck, 
National Dairy Products, National 
Tea, Outlet Company, Parke 
Davis; Procter & Gamble, Rey- 
10lds Tobacco, Safeway Stores, 
Standard Brands, U. S. Gypsum 
and Warner-Lambert. 


Soft 

The “weak sisters” at this writ- 
ing are much more numerous. A 
few of them are: American Brake 
Shoe, Allied Chemical, American 
Sugar, Armstrong Cork, Atlantic 
Refining, Best, Carpenter Steel, 
Caterpillar Tractor, Container 
Corp., Continental Oil, Ingersoll 
Rand, Oxford Paper, Yale & 
Towne, Underwood, Union Car- 
bide, Woolworth, U. S. Plywood, 
United Fruit, Swift, Socony Mobil, 
Shell Oil, Scott Paper, Johns-Man- 
ville, and United Shoe Machinery. 


Roller-Coaster 

Those holding aircraft-missile 
stocks have certainly had to hang 
on to their hats in a dizzying 
roller-coaster ride. With earnings 
generally good, the stocks took a 
deep dive when speculative senti- 
ment turned sour—on contract 
stretch-out news; and have shot 
up recently on expectation that 
more defense dollars will have to 
be spent for missiles as a result 


of pressure created by the two 
Russian “‘Sputniks” and the Com- 
munist progress in rocketry that 
they signify. To cite two more ex- 
treme examples, both Martin and 
Northrop fell over 40°° from 
their highs and at this writing 
have risen around 40 from their 
recent lows. What might they do 
from here on? We don’t know. Let 
the other fellow try to guess it. 


Diversification 


Holders of General Dynamics 
have one comforting fact to tie to. 
It has broad diversification in 
missiles, aircraft, submarines, 
telephonic and electronic equip- 
ment, industrial gases and other 
activities, including nuclear- 
energy development work. Thus, 
the company is among the least 
vulnerable to shifts in the alloca- 
tion and total of defense spending. 
Along somewhat different lines, 
Douglas Aircraft is also in a fa- 
vored position, with strong repre- 
sentation in missiles, military 
planes and commercial transports, 
in the last of which it is out- 
standing. Present sales and earn- 
ings are predominantly from mili- 
tary business. Indeed, develop- 
ment costs on commercial jet 
transports are a drag on profits. 
But civilian bookings are half of 
a total order backlog of over $1.9 
billion; and this is a “‘nest egg” 
for the future. It promises to bol- 
ster or add to earnings for at least 
several years after 1958. 


Turn? 


Copper stocks have had a sizable 
rally, sparked by recent modest 
firming in the metal’s world price. 
The U. S. producers’ price of 27 
cents a pound remains above the 
world level, and above that at 
which the metal is offered by do- 
mestic custom smelters. Supplies 
remain more than ample. A price 
rally in the open market is one 











Dr. Pepper Co. 

Granite City Steel 
Greenfield Tap & Die 
Motor Wheel Corp. 
National Acme Co. 
Pacific Lighting Corp. 
Square D Co. 

Thompson Products 
Filtrol Corp. ; 
Bohn Aluminum & Bras 











DECREASES SHOWN IN RECENT EARNINGS REPORTS 


1957 1956 

9 mos. Sept. 30 $ .69 $1.00 
Quar. Sept. 30 75 1.77 
Quar. Sept. 30 35 53 
9 mos. Sept. 30 -64 1.38 
Quar. Sept. 30 1.27 2.05 
12 mos. Sept. 30 2.04 2.93 

. 9 mos. Sept. 30 1.24 1.62 
.... Quar. Sept. 30 -78 95 
. Quar. Sept. 30 -84 95 
9 mos. Sept. 30 1.11 1.64 
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thing, a basic turn something else. 
The latter can hardly be expected 
in the face of mounting, indica- 
tions of industrial recession here 
and in various other countries. 
Therefore, the present 27-cent 
producers’ price here may or may 
not hold. Certainly a basis for any 
boost any time soon is not appar- 
ent. Conclusion: It is late to sell 
leading copper stocks, premature 
to buy. We prefer waiting for con- 
vincing evidence of a real turn. 
The risk of paying higher prices 
for these issues in so doing prob- 
ably is no greater than, and may 
be less than, that involved in as- 
suming that the bottom has been 
put behind. 


Case in Point 


Phelps Dodge is a strong, basic- 
ally well-situated domestic copper 
producer. It earned $8.72 a share 
(before depletion) last year; and 
paid $5 in dividends, including $2 
in extras. It may net around $4.30 
or so a share this year, with each 
quarter at a lower level. Thus, 
third-quarter profit was at a rate 
of about $3.35 annually. That for 
the fourth quarter may be at a 
rate nearer $2.90. Dividends may 
well continue at the regular $3 
rate (although this is not assured) 
since cash holdings at about $192 
million at the end of last year, 
are huge and well in excess of 
working capital needs. On this 
basis, the yield at the stock’s pres- 
ent price of 46, up from recent 
low of 411, is about 6.5°°. How- 
ever, the stock, like all coppers, 
normally sells at vields far above 
average. Taking its annual aver- 
age prices, it sold at vields above 
7‘ in each of the four years 1953- 
1956, and above 8“ in each of the 
four years 1949-1952. On a $5 
basis it yields 6.5° at 1956 high 
and 9% at 1956 low. So examined, 
the stock’s net decline of about 
40% from 1956 top of 76%% has 
not made it cheap. 


Payoff 

The golden dividend picture of 
recent years is getting somewhat 
tarnished. True, total payments 
continue at a record level, about 
4% above a year ago. However, 
this is largely due to increases in 
rates or to extras forthcoming in 
earlier months. In terms of action 
by individual companies, the divi- 
dend news is becoming progres- 
sively less cheerful. In October 
there were increases in indicated 

(Please turn to page 316) 
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THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 


Business 
Trend 
Forecaster * 


* 

WN ith the many revolutionary changes in our economy, 
it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 





COMPONENTS OF TREND FORECASTER* 
rit pr” we) 
wey LB . 






















































Incorporations worn |e N 
AM rar a a m4 oe” LA ay a4 6 
tag" | 2 “4 2 Durable Goods 6. |, 
a *  —New Orders i a 
(Billions of dollars) *e -- o°e! 127 
448.4 
325 A oo ae 
Stock Prices 
102 (MWS Index) \ 
. 
98 = ar (1925 ae’ Ph 287 
Y ¢ 
Raw Industrial == SL_-? a 2 
Commodity Prices ee 
(1947-'49-100) ‘. 
ae 86.5 
a aS BP eden. “a 
34.87 \ Average Hours Worked asenn, 
1 Ve (Hours per week) 
‘ . —-—— 
A o . / ‘ . ; ‘“ 
be ee “yon hose ~=3472.8 
¥ Business Failures ‘ . 
—Liabilities (millions of Dollars) 
126 a? eveod —_e —inverted) Housing Starts 
is etme — (Number-Millions) 
onresidential Pea enya gg 
319 Construction 
| ™ Contracts (a) | 
S es 19.100 os 
46 hei | “on 
erearen een awl aoe 
BERBER ERE PER RRA ee ee ee 
1955 1956 195) 











(*)—Seasonally adjusted except stock and commodity prices. 
(a)—3 month moving average. 
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SCALE aT cesT 


THE TREND FORECASTER 


SCALE AT BIGHT 


RELATIVE STRENGTH MEASUREMENT 


y 954 5s 1955 yg 


This we have done in our new Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 

When the Forecaster changes its direction up or down a 
corresponding change in our economy may be expected sev- 
eral months later. 

The depth or height of the developing trend is clearly pre- 
sented in our Relative Strength Measurement line, which re- 
flects the rate of expansion or contraction in the making. When 
particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi- 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 

We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


Recent figures for the components of the Trend Fore- 
caster, confirm that business has continued to weaken. New 
orders for durable goods receded again in September, reach- 
ing a new low since February, 1955. Nonresidential construction 
contract awards (three month moving average), have declined 
further while stock and raw industrial commodity prices which 
broke badly in October, are lower today than their average 
for that month. Preliminary data on hours worked indicate a 
dip in October, only partially accounted for by absence due 
to illness. 


October data for new incorporations, business failures and 
new housing starts are not available as yet and these figures 
are needed to determine whether the Relative Strength 
Measure has finally broken below the significant minus 3 level. 
However, even if such a penetration has not occurred as yet, 
the Relative Strength Measure remains well in minus terri- 
tory and the Trend Forecaster continues to decline. The action 
of both these indicators still forecast business weakness in com- 
ing months, a message they have been spelling out without 
interruption since late 1956. 
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,| | CONCLUSIONS IN BRIEF 
a INDUSTRY — Expect reductions in output to gather 
140 ‘mpetus in coming weeks. Decline in incoming orders, 
130 ow backlogs and the necessity for reducing invento- 
mt ries, all point to a lowering of the rate of production. 
M0 TRADE — Retail sales have been declining since August. 
100 The fact that dollar volume in October was still 4% 
. ahead of a year ago, was mainly due to the rise in ‘ m 
orices during the period. No pickup in seasonally ad- “ i 
a0 iusted dollar volume of sales in sight for balance of 260 al ‘\ 260 
+ year. wt 
+4 o 
@ / 
4 MONEY — Treasury and municipal bonds have begun 250 250 
J to exhibit some strength as investors anticipate busi- 
3 ness downturn, but corporates continue to lag. How- 
+ ever, demand for high-grades—including corporates— 240 .. 240 
-6 should pick up speed as financing for capital spending KYW 
— begins to recede. a f 1954 
230 aa 230 
_ COMMODITIES — Raw material prices continue easy 
d to but price level of finished products is still being main- 
tained in most cases. Downturn in prices of manufac- 220 'SaN FR MAR APC WAY TURE TOY AUG SEPT OT NOV BEE 
Pa tured goods should start soon, accompanying unload- 
ing of inventories. 
pre- 
re- 
hen 
peds 
e MONEY AND BANK CREDIT The —_ oe — — almost — 
con- agreement on the direction of business in coming months. 
(WEEKLY REPORTING MEMBER BANKS) It will be downward—a conclusion that by now is obvious 
end | to even the casual reader of business statistics. Recent eco- 
_— - oo nomic data indicate that business has been dropping on 
| | | | | | “nr 7 comne | | a broad front. In fact, a wide variety of indicators, includ- 
| naan | LI | Ln. | WLAN LAA ing laggards like employment and retail sales, are showing 
| “| | Mote tosies'a | " | a pm of economic contractions surprisingly early in 
INVESTMENTS } | the ownturn. 
ore- | . ean Nevertheless, the current setback, although widespread, 
New | | | | | | is still of moderate proportions in most cases, although in 
aah. | rs Lu some areas, the slide-off has assumed sizeable proportions. 
hin rr ry TTT TT Freight car loadings, for instance, have been slipping since 
we 11 | |pled | | | | | | | mid-August and by October they had plunged to a level 
hich ad a & - | ae some 11% under a year ago. Just as conclusive evidence 
| | | Lt e Ane TT | TT of the slowdown is provided by manufacturers’ new orders 
_ Pee ee eee Pawel which in September fell to $26.8 billion on a seasonally 
=* sr ppety | J cena adjusted basis, down from $27.3 billion in August and a 
due tatenamite te | | high of $31.1 billion in August 1956. Most significant is the 
sa} 2S, Cone ii | fact that manufacturers’ shipments in September exceeded 
and bent MT | Ti Lawak Se! jan) At new orders by $1.4 billion, with the entire excess concen- 
ures Tscletert N trated in the durable goods field. With backlogs low and 
igth sla | ‘ 1 inventories high, producers will have to cut output of dur- 
avel. | | ables on the order of 10% to bring output in line with 
yet, J | orders and further reductions will be necessary to reduce 
ry Ee eS a ee ee inventories to more normal proportions. 
-tion In the face of this kind of evidence of a business contrac- 
<om- 1955 1956 1957 tion, it is not surprising to find the economists in agreement 
hout on the direction in which the economy is headed. There 
(Please turn to following page) 
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$ Billions 








THE MONTHLY TREND | uni | month Mouth Monthy ame 

WNDUSTRIAL PRODUCTION® (FRB) — | 1947-'9-100 Sept. 144 145 144 
Durable Goods Mfr 1947-'9-100 | Sept. 159 162 162 
Nendurable Goods Mfr 1947-'9-100 | Sept. 132 131 130 
Mining 1947-'9-100 | Sept. 129 130 131 

RETAIL SALES* $ Billions Oct. 16.6 16.9 15.9 

Durable Goods. $ Billions Oct. 5.6 57 5.4 

Nondurable Goods_______ | $ Billions Oct. 10.9 11.2 10.5 

Dep’t Store Sales. 1947-'9-100 | Oct. 121 128 122 

MANUFACTURERS’ 

New Orders—Total* $ Billions Sept 26.8 27.3 31.1 
Durable Goods __________| $ Billions Sept 12.7 13.2 17.3 
Nondurable Goods $ Billions Sept 14.1 14.2 13.7 

Shipments® $ Billions Sept 28.2 28.6 27.6 
Durable Goods. $ Billions Sept 14.1 14.3 13.7 
Nondurable Goods___| $ Billions Sept 14.1 14.3 13.9 

BUSINESS INVENTORHS, END MO.* | $ Billions Sept 91.4 91.3 86.9 

Manufacturers’, $ Billions Sept 54.1 54.2 50.8 

Wholesalers’ $ Billions Sept 12.8 12.8 12.6 

Retatlers’ $ Billions Sept 24.5 24.3 23.4 

Dept. Store Stocks. 1947-'9-100 | Sept 143 143 139 

CONSTRUCTION TOTAL* $ Billions Sept 4.6 4.6 4.4 

Priv $ Billions Sept 3.1 3.1 3.1 
Residential $ Billions Sept 1.6 1.6 1.6 
All Other. $ Billions Sept 1.5 1.5 1.5 

Housing Starts*¥—a. Th ds Sept. 990 1,010 1,008 

Contract Awards, Residenticl—b___ | $ Millions Sept 1,151 1,284 1,047 
AH Other—b $ Millions Sept 1,474 1,534 1,528 

GMPLOYMENT 

Total Civilian. —___ | Millions Sept 68.2 69.0 68.1 

Non-Ferm Millions Sept. 53.2 52.9 52.7 
Government. Millions Sept 7.4 72 7.2 
Trade. Mitlions Sept 11.6 11.5 11.3 
Faetory. Millions Sept 13.0 13.1 13.3 

Hours Worked Hours Sept. 40.0 40.0 40.7 

Hourly Earning Doflars Sept 2.08 2.07 2.01 

Weekly Earning Dollars Sept 83.20 82.80 81.81 
PERSONAL INCOME* $ Billions Sept 347 347 331 

Wages & Salaries $ Billions Sept 241 242 230 

Proprivtors’ i $ Billions Sept 51 51 50 

Interest & Dividend $ Billions Sept. 32 32 30 

Transfer Pay ts $ Billions Sept. 21 21 19 

Farm | $ Billions Sept 15 16 15 

CONSUMER PRICES. 1947-'9-100 | Sept 121.1 121.0 117.1 

Food 1947-'9-100 | Sept 117.0 117.9 113.1 

Clothi 1947-'9-100 | Sept 107.3 106.6 106.5 

Housing 1947-'9-100 | Sept 126.3 125.7 122.5 

MONEY & CREDIT 

All Demand Deposits* $ Billions Sept. 106.2 106.8 106.1 

Bank Debits*—g $ Billions Sept. 81.3 83.6 73.7 

Business Loans Outstanding $ Billions Sept. 32.4 32.6 29.7 

instalment Credit Extended* $ Billions Sept. 3.6 3.6 3.2 

instalment Credit Repaid* $ Billions Sept. 3.4 3.3 3.1 

FEDERAL GOVERNMENT 

Budget Receipt $ Billions Aug. 5.1 3.1 5.0 

Budget Expenditures $ Billions Aug. 5.9 6.3 59 

Defense Expenditures__._....___| $ Billions Aug. 3.9 3.6 3.5 

Surplus (Def) cum from 7/1__ Aug. (4.1) (3.3) (3.0) 





PRESENT POSITION AND OUTLOOK 


still exists, however, a marked difference 
of opinion as to the length and duration of 
the contraction. The majority view, at least 
for publication, sees no more than a mild 
downswing on the order of 1953-1954, 
which should be over by mid-1958. In sup- 
port of this expectation can be cited some 





incontestable elements of support for the | 


economy, including an expected upturn 
in military spending, higher outlays by 
state and local governments and a pos- 
sible improvement in housing demand. 
Normally, such supports would be impor- 
tant factors in cushioning contractive 
forces. Today, however, we are also 
faced with serious imbalances in several 
fields, including top-heavy debt, wide- 
spread excess capacity and unrealistic 
price-wage levels in some fields. Conceiv- 
ably, existing elements of strength in the 
economy may be insufficient to correct 
such maladjustments in the course of a 
short-term economic correction. 
* * * 


CAPITAL SPENDING DOWNTURN-—Ex- 
penditures for new plant and equipment 
—since early 1955, one of the mainsprings 
of business strength—are threatening to 
become an important weakness in 1958. A 
survey taken in recent weeks, has elicited 
the fact that businessmen were planning a 
7% reduction in capital spending next 
year, with manufacturers scheduling a 
16% cut while nonmanufacturing would 
be only 1% lower. 

An over-all reduction of 7% in capital 
outlays would not be calamitous, but the 
big question at the moment is whether 
the contraction can be held to those pro- 
portions. Actually, manufacturiag indus- 
try, today is operating at an estimated 
82% of capacity, somewhat lower than 
its early 1955 ratio of output to capacity. 
At the same time capital outlays are 60% 
higher than in the earlier period. Spend- 
ing in this sector is thus vulnerable to a 
greater reduction than the 16% figure 
currently contemplated. Moreover, in 
those nonmanufacturing lines which are 
more dependent on the consumer, there is 
often a lag in reflecting economic 
changes. Those areas could feel the bite 
of a business downturn later on, with dele- 
terious effect on their expansion plans. 
There is thus no assurance that capital 
spending can be maintained at the rela- 
tively high levels envisaged in current 
executive planning. 

* * * 
WHAT'S RESTRAINING BOND PRICES? 


—Prices of high-grade corporate bonds 
remain close to recent lows despite the 
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PRESENT POSI foie) 
OK | In Billions of Dollars—Seasonally Adjusted, at Annual Rates s OSITION AND OUTL K 
| | 
el ee ee clear signs of an easing in business. This 
an | SERIES i ul ’ Wt is in sharp contrast to their course in the 
ost | Quarter Quarter Quarter = Quarter | 1953 recession when bonds began to rise 
‘ild GROSS NATIONAL PRODUCT___ 439.0(e) 434.3 429.1 416.7 —and yields to fall—while business in- 
54 en - he 283.2(e) 278.9 = ert dices were still at a peak. One reason for 
> ) en tandean tan aren “Sane or = 20 the different response this time stems from 
nl Government Purchases 87.2(e) 86.9 85.6 80.6 differing Federal Reserve action. In the 
he Federal 50.8(e) 51.1 50.3 47.2 earlier period the Central Bank had acted 
iia State & Local 36.4(e) 35.8 35.3 33.0 to ease credit as early as May, 1953, 
by | | | PERSONAL INCOME 346.5(e) 342.4 337.7 328.7 while in the current period, tight money 
ot Tox & Nontax Payments 43.5(e) 42.9 42.2 39.8 is still high and this year’s outpouring of 
d. | | Disposable Ince ; 303.0(e) 299.5 295.5 288.8 corporate bonds to finance record plant 
nd. | Consumption Expenditures. 283.2(e) 278.9 276.7 268.6 d . di is still 
or- | Personal Saving—d. 19.8(e) 20.6 18.9 20.3 and equipment = ry is sti fossa 
‘ ing. This situation should change, however, 
ive | CORPORATE PRE-TAX PROFITS*__ 42.0 43.9 40.8 ‘ 3 7 h | g 
“a Conpesate Tanna 27.4 22.4 20.8 in coming mont s. By early next year cap- 
oul Corporate Net Profit 20.5 21.5 20.0 ital spending and inventories should be 
4 Dividend Payment 12.5 12.1 12.1 lower, with concomitant decreases in de- 
- Retained Earnings. 8.0 9.1 7.9 mands ter tends 
sn | || PLANT & EQUIPMENT OUTLAYS 37.2(e) 37.0 36.9 35.9 a. 
oct more prudent perhaps by the recent stock 
‘~ Week Latest Previous Year market break and news of lagging em- 
Unit Ending | Week Week Ago ployment, the consumer has reduced his 
MWS Business Activity Index*___ | 1935-’9-100 Nov. 2. | 279.8 281.5 283.7 spending pace. At least that is the burden | 
Ex- | MWS Index—per capita* 1935-’9-100 Nov. 2. | 212.0 213.4 218.5 of retail sales figures, which were down 
‘ Steel Producti % of Capacity Maw, 9 78.7 79.7 100.1 again in October, for the second month | 
on Auto and Truck Production Thousands Nov. 9 | 166 154 161 in a row. On a seasonally adjusted basis, | 
1gs Paperboard Production____ ] Thousand Tons Nov. 2 292 294 282 October sales came to $16.6 billion, | 
to Paperboard New Orders Th d Tons Nov. 2. | 358 243 372 versus $17.0 billion in August, the reduc- | 
A Electric Power Output*_____ | 1947-’49-100 Nov. 2 226.8 226.8 219.7 tion hitting both durable and nondurable 
ted Freight Carloading Th d Cars Nov. 2 714 704 800 . : 
Tet — goods with about equal impact. On the 
3a Engineering Constr. Awards. $ Millions Nov. 7 148 371 281 . f th d | Chri 
ext Department Store Sales____ | 1947-’9-100 Nov. 2 122 127 124 basis a these ri opments, ristmas 
a D d Deposit $ Billions Oct. 30 55.8 55.4 56.1 trade is not going to come up fo re- 
Id Business Failures__ | Number Nov. 2 | 250 281 271 tailers fond hopes. 
U - 
*—Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d) Excess of dispos- 
tal able income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial centers. 
ho (na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 
| 
her THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
ro- 
us- 1957 Range 1957 1957 
d No. of 1957 Range 1957 1957 (Nov. 14, 1936 Cl.—100) High Low Nov. 1 Nov.8 
le Issues (1925 Cl.—100) High Low _ Nov.1_—Nov.8 100 High Priced Stocks .............. 236.9 191.7 192.0 191.71 
jan 300 Combined Average ........... 346.6 279.6 279.8 279.6L 100 Low Priced Stocks .............. 415.9 321.8 321.8 322.8 
a 4 Agricultural Implements ....... 282.4 203.6 209.0 209.1 I oie eesttnsescnensccsaene 726.2 567.8 581.0 567.8L 
\Yo 3 Air Cond. ('53 Cl.—100) ..... 122.8 82.7 86.1 86.1 4 Investment Trusts ~ 1845 1424 1440 144.0 
nd- 9 Aircraft (‘27 Cl.—100) .......... 1388.8 882.6 925.3 982.2 3 Liquor (‘27 Cl.—100) ............ 1094.5 855.7 865.7 885.6 
ya 7 Airlines (‘27 Cl.—100) ....... 1022.5 581.5 651.6 641.6 OF ID ccccosscdskenssinsarcosenances 523.4 369.4 374.6 369.4L 
~~ 4 Aluminum (‘53 Cl.—100) ...... 464.5 274.5 278.7 278.7 3 Mail Order ....... 174.6 142.1 142.1 143.8 
‘ 6 Amusements .......................... 172.6 123.5 123.5 125.0 4 Meat Packing 142.6 103.5 106.2 103.5 
in 9 Automobile Accessories ....... 384.4 309.6 320.3 316.8 5 Metal Fabr. (‘53 Cl.—100) ...... 198.3 148.7 154.5 148.71 
are 6 Automobiles .......................... 54.3 40.5 41.4 40.5L 10 Metals, Miscellaneous ............ 420.9 291.4 291.4 303.5 
> is 4 Baking ('26 Cl.—100) 29.7 26.3 27.6 27.3 I ansscosrnscssansincnncasentepess 789.9 789.9 810.6 
. 3 Business Machines = 884.3 925.4 884.3L 22 Petroleum ............. ’ 667.3 683.8 667.3L 
pans 6 Chemicals ................... a 496.7 496.7 502.7 21 Fublic Utilities 236.5 239.0 239.0 
ite 4 Coal Mining ................... sss , 16.8 18.2 18.0 7 Railroad Equipment ........... . 91.4 63.5 66.1 63.5L 
le- 4 Communications ................... : 83.1 84.0 83.1L i. eae 72.7 45.9 46.6 45.9L 
ns. 9 Construction . re 100.7 103.2 104.4 3 Soft Drinks 509.8 432.7 441.3 436.9 
tal 7 Containers .............. a 5 656.5 664.0 656.5L 12 Steel & Iron .. 393.0 275.1 279.0 275.1 
_ 7 Copper Mining 185.8 198.0 201.0 i 116.9 97.9 97.9 99.8 
la- 2 Dairy Products ........ . 103.8 107.0 109.1 SERRE pee era ee 926.7 571.6 580.0 571.6L 
ent | | 6 Department Stores ; 78.4 79.2 78.4 11 Television (‘27 Cl.—100) ..... 36.0 27.2 27.6 28.9 
5 Drugs-Eth. (‘52 Cl.—100) ...... 259.2 175.2 220.8 220.8 ie I faa cil nccsconnctaningdliiins 149.9 102.3 105.1 102.3L 
6 Elec. Eqp. (’53 Cl.—100) ...... 244.4 187.8 190.1 187.8 3 Tires & Rubber 0.0.0.0... 197.6 156.6 158.4 156.6L 
2 Finance Companies .............. 584.5 525.0 530.8 530.8 Be I ic cokeciessbsncisnacabsncecebons 101.5 87.0 98.1 97.2 
:S? Oe IE SINE saciscssionrcacensseions 280.2 239.8 247.8 250.5 2 Variety Stores .................000 237.7 240.1 245.3 2401L | 
sds 3 Food Stores 183.9 153.8 170.5 172.2 15 Unclossif’d (‘49 Cl.—100) 168.9 140.2 140.2 141.8 | 
the - L—New Low for 1957. | 
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Trend of Commodities 





SPOT MARKETS — The Bureau of Labor Statistics’ index of 22 
leading commodities was down only 0.1% in the two weeks 
ending November 8, but this minute decline was the result of 
strength in the food component rather than any general up- 
swing. Other sectors were mostly lower with raw industrial 
materials sliding off another 1.4%. 

The main body of commodities also worked somewhat lower 
in the two weeks ending November 5, according to the BLS 
comprehensive wholesale price index. The culprit in this case 
was the farm products component, which lost 1.1%. The index 
of all other commodities continued its sidewise movement of 
the past month. However, this stalemate may soon be broken. 
Current business weakness should lead to more strenuous efforts 
to reduce inventories, with concomitant price concessions. 


FUTURES MARKETS — Most of the actively traded commodity 
futures moved higher in the two weeks ending November 8. 
Traders attributed the prevailing strength to two factors in the 
main, namely the growing possibility of larger defense spend- 
ing and the fact that many farm commodities are selling under 
government loan levels. 

Wheat futures improved in the two weeks under review and 
the December option added 3 cents to close at 21934. The U. S. 
Dept. of Agriculture recently estimated that the wheat carry- 
over on July 1, 1958 may be about 58 million bushels under a 
year earlier, the entire reduction being attributable to this year’s 
drop in output. Further support stems from the discount still 
prevailing between current wheat prices and government sup- 
port levels. 












































































































































































































































WHOLESALE COMMODITY PRICES 
130 . 130 
genera TTT 
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BLS PRICE INDEXES Latest 2Wks. 1Yr. Dec.6 
1947-49—100 Date Date Ago Ago 1941 

All Commodities Nov. 5 117.5 117.7 115.9 60.2 
Farm Products Nov. 5 90.7 91.7 87.9 51.0 
Non-Farm Products Nov. 5 125.6 125.6 124.2 67.0 
22 Basic Commodities Nov. 8 84.3 844 91.7 53.0 
9 Foods Nov. 8 83.5 82.5 81.5 46.5 

13 Raw Ind‘l. Materials Nov. 8 84.5 856 99.3 58.3 

5 Metals Nov. 8 89.0 90.0 1246 54.6 

4 Textiles Nov. 8 79.4 79.1 82.7 563 








MWS SPOT PRICE INDEX 


14 RAW MATERIALS 
1923-1925 AVERAGE—100 
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High of Year 166.3 169.8 162.2 2154 989 85.7 
Low of Year 149.6 163.1 147.9 1764 967 743 155 Lee 
Close of Year 165.5 152.1 180.8 98.5 83.5 
150 150 
165 DOW JONES FUTURES INDEX 
DOW-JONES FUTURES INDEX 165 
12 COMMODITIES Wray , 
160 a 160 
AVERAGE 1924-1926—100 new PMA, wf 
1957 1956 1953 1951 1945 1941 155 wo sal 155 
High of Year 163.4 166.7 1665 2145 1064 84.6 
Low of Year 153.8 163.1 147.9 176.4 96.7 743 150 150 
Close of Year 162.7. 166.8 189.4 105.9 84.1 MAY JUNE JULY AUG. SEPT. OCT. NOV. 
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Inside the chassis dynamometer test room at 
Gulf’s new Automotive Products Laboratory. 


Ever see an 
INDOOR turnpike? 








Vw aw Vw fe 


“ 











How would you like to drive onaturnpike where In this huge drive-in room, elaborate mechanisms 
the temperature changes from 70 degrees below beneath the floor provide the effects of driving on all 
zero to almost 100 degrees above... where you types of grades, in head or tail winds and with vary- 
*“‘travel’’90 miles an hour but don’t move...where you ing humidity. 

go up and down steep hills while still on level ground This allows the testing of a great variety of fuels, 
... and where you hit a head wind one minute and wheel-bearing greases and transmission lubricants 
a tail wind the next? under the severest stresses of actual driving. 


’ 


You'll find this “indoor turnpike,’’ where such The function of the “turnpike” is not only to 
things are possible, at Gulf’s huge Research Center determine the efficiency of petroleum products now 
in Harmarville, Pa. It is part of the Automotive in use but to test those which will be distributed for 
Products Laboratory. your use in the future. 


The function of this laboratory is to test a va- This is indicative of the awesome amount of re- 
riety of petroleum products under every conceivable search now being conducted by Gulf and other mem- 
road condition. The “indoor turnpike,” known as the bers of the progressive oil industry. All of it has as 
chassis dynamometer test room, is designed to per- its ultimate goal the preparation of finer petroleum 
mit vehicles to be ‘‘driven”’ at all normal operating products and such scientific advance must have as 
speeds and, of course, under all conditions. its end result public benefit. 


GULE Gulf Oil Corporation, General Offices, Pittsburgh, Pa. 








The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. The service in conjunction with your 
subscription should represent thousands of dollars in value to you. It 
is subject to the following conditions: 


intervals. 
addressed envelope. 


envelope. 


- PP PF Pe 


Give all necessary facts, but be brief. 
Confine your requests to three listed securities at reasonable 


No inquiry will be answered which does not enclose stamped, self- 
No inquiry will be answered which is mailed in our postpaid reply 


Special rates upon request for those requiring additional service. 





American Steel Foundries 


“T should like to take advantage of your 
subscribers’ personal consultation ser- 
vice and obtain information on Ameri- 
can Steel Foundries. I enclose a stamped 
reply envelope and am looking forward 
to your report.” 


P.E., Richmond, Va. 


American Steel Foundries is a 
manufacturer of railroad equip- 
ment parts, also makes steel cast- 
ings for dredges, road and mining 
machinery, rolling and stamp 
mills, ete. The nature of this busi- 
ness is cyclical with sales and 
earnings subject to wide swings. 

American Steel Foundries had 
net income of $8,008,000 on sales 
of $123,000,000 in the fiscal year 
ended September 30th, 1957. This 
compares with net income of $8,- 
371,000 on sales of $117,000,000 
in 1956. Net income in 1957 was 
equal to $6.20 per share on the 
1,290,690 shares outstanding at 
the year-end, as compared to 
$6.52 per share in 1956 after giv- 
ing affect to the 5% stock divi- 
dend paid in October, 1956. 

While 1957 earnings were 
slightly less than 1956, they were 
the second largest in the com- 
pany’s history. Earnings were ad- 
versely affected in 1957 by 
increases in labor rates and ma- 
terial costs that could not be offset 
entirely by increased selling 
prices. In addition, there were 
substantial initial costs involved 
in starting regular production of 
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the new King Vertical Boring 
Mill. Start-up costs at the new 
Griffin Wheel Co. plant at Colton, 
Calif., also contributed to the 
small decrease in earnings. 

A cash dividend of 60¢ per 
share was paid in each quarter 
and an extra dividend of 50¢ per 
share was paid September 13th, 
1957. Cash dividends aggregated 
$2.90 per share in 1957. In 1956, 
cash dividends were equal to 
$2.27 per share after adjusting 
for the 5% stock dividend paid 
on October 19, 1956. 

Unfilled orders amounted to 
$53,000,000 on September 30th, 
1957, as compared to $62,000,000 
at the beginning of the year. 
While the amount of unfilled or- 
ders has decreased, the $53,000,- 
000 backlog is large. 

Operations over the near-term 
should be satisfactory. 


Union Tank Car Co. 
“T am retired and dependent on income 
from securities. I have a modest holding 
in Union Tank Car Co. which yields a 
satisfactory income return but I am 
concerned with maintaining investments 
in stable industries. Should I continue 
to hold Union Tank Car Co.?” 


M.F., Omaha, Nebr. 


Union Tank Car Co. has a rec- 
ord of stable earnings and also 
has shown some growth in line 
with the increase in consumption 
of commodities carried in its cars. 
The stock provides an excellent 





yield and is suitable for a retired 
investor seeking good stable in- 
come. 


Union Tank Car Co. is the lead- 
ing supplier of tank cars serving 
the petroleum industry and also 
leases cars to rail shippers of 
chemicals, coal tar products, vege- 
table oils, liquid fertilizers, and 
numerous other liquid products. 
Its fleet presently numbers about 
52,000 tank cars. The company has 
exclusive contracts with practi- 
cally all Standard Oil units and 
also with other important oil com- 
panies, under which it supplies 
through lease agreements their 
entire tank car requirements. 


For the nine months ended Sep- 
tember 30th, 1957, net earnings 
were up to $1.92 per share, from 
$1.72 per share for the corres- 
ponding period a year ago. Net 
income for the nine months was 
$5,223,539, a 13% increase from 
the like period in 1956 when net 
income was $4,611,681. 


On September 9th, Union Tank 
Car Co. acquired Phoenix Manu- 
facturing Co. of Joliet, Ill. and its 
wholly owned subsidiary, Graver 
Tank & Manufacturing Co., Inc., 
of East Chicago, Ind. This was 
accomplished by the issuance and 
distribution of 441,252 shares of 
Union Tank stock to the stock- 
holders of Phoenix. Since the 
properties acquired with these 
shares operated as part of the 
Union Tank group for only three 
weeks of the nine months period 
covered by the above earnings, the 
$1.92 net income per share of 
Union Tank is calculated on the 
basis of 2,721,960 shares, the 
average number of shares out- 
standing during the period. The 
$1.72 earned per share in the like 
1956 period was based on 2,685,- 
714 shares. 

Dividend payments in 1957 will 
total $1.60 per share, the same as 
paid in 1956. 


Prospects over coming months 
continue favorable. —END 
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1958 PLYMOUTH 


DISCOVER, COMPARE, DECIDE 





1958 DODGE 











1958 DE SOTO 





1958 CHRYSLER 














1958 IMPERIAL 


CHRYSLER CORPORATION >> THE FORWARD LOOK 








The Problem of 
National Solvency 





(Continued from page 266) 


Such actions are almost certain 
to collide with government full- 
employment policies and _ politi- 
cians’ logrolling for more govern- 
ment spending. 

C. Canby Balderston, vice 
chairman of the Federal Reserve 
Board of Governors, not long ago 
aptly pointed up the unassailable 
logic that we can’t do everything 
at once and still maintain an hon- 
est dollar: “But no matter how 
great is our need and desire for 
more and better schools, roads, 
housing, and productive facilities, 
the simple fact is that they must 
be fitted into our available capac- 
ity and resources. .. . In the final 
analysis, investment must be fi- 
nanced primarily by taxation or 
by real savings from current in- 
come. A small amount of invest- 
ment may be financed out of bank 
credit expansion to provide mon- 
etary growth, but this amount 
must be kept within the margin of 
tolerance for a _ stable dollar. 
(italics ours) The advantages of 
a stable dollar certainly outweigh 
the disadvantages of temporarily 
postpoining additions to housing 
or plant and equipment that can- 
not be financed out of savings, or 
schools and roads that the com- 
munity is unwilling to finance out 
of taxes,” 

There are some encouraging 
signs that governments are he- 
coming aware of the need to 
maintain the value of their cur- 
rency. The British Government’s 
tight money policy and its an- 
nounced determination to resist 
unwarranted wage increases — 
even though unemployment 
should result — is an example. 
France’s efforts to stabilize the 
franc by cutting government 
spending and living within its 
means provide another example. 
And, of course, there is the fine 
example of Germany ; other Euro- 
pean countries are becoming in- 
creasingly aware as to why the 
mark is one of the world’s hardest 
currencies. 

There are also some encourag- 
ing signs in this country. The 
outstanding one is the Federal 
Reserve’s resolute policy of con- 
taining expansion in money and 
credit despite pressure from poli- 
ticians and even from officials 
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within the Administration. Other 
signs include Congressional cuts 
in appropriations of some $5 bil- 
lion in the current budget and the 
Administration’s own economy 
moves. The President’s $70 billion 
budget target for the coming fis- 
cal year ($2 billion lower than 
expected in the current year)— 
while it may only prove to be 
wishful thinking—is still the offi- 
cial target, according to Mr. 
Eisenhower. And finally, there is 
the Administration’s intention— 
up to this writing anyway—to get 
by without an increase in the pub- 
lic debt limit. The road to a sound 
dollar cannot be reached by scrap- 
ping debt ceilings—or circumvent- 
ing them by the use of financial 
gimmicks. —END 





The New Interest in 
GOLD STOCKS 
—In U.S.A. — Canada — 
South Africa 
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of course can not be predicted, 
but it lends some additional spec- 
ulative attraction to the shares. 

Natomas is a large gold dredg- 
ing Company in California with 
a long history of profitable op- 
erations. However, gravel re- 
serves have become relatively 
limited and profits from gold 
have declined. Because of the 
present marginal nature of gold 
dredging, the company has diver- 
sified by acquiring a 49 percent 
interest in a leading shipping 
company. 

U. S. Smelting has major gold 
production from its Alaskan plac- 
ers with adequate reserves but the 
importance of its gold output is 
overshadowed by its smelting and 
oil interests. Golden Cycle con- 
trols the gold output of the fa- 
mous old Cripple Creek area but 
costs are high and output limited. 
The company derives most of its 
income from other activities but 
would be a major beneficiary 
from a higher gold price. 


Leading Canadian Producers 


In Canada first place must be 
given to Kerr Addison, the Do- 
minion’s largest gold producer. 
Its total production since 1938 
exceeds $147 million. Its ore has 
been increasing in value as depth 
is gained. Reserves total over 14 
million tons above the present 


lowest level which by no means 
represents the ultimate depth of 
the mine. The company has no 
other outside interests of impor- 
tance. 

Quite different from Kerr Ad- 
dison is Hollinger which owns, 
beside its leading gold property 
in Porcupine, a 50 percent inter- 
est in Labrador M & D Company 
and a 17.7 percent direct and 
indirect interest in the huge Iron 
Ore Company of Canada. It also 
has a 50 percent interest in Hol- 
linger-Hanna Ltd. which man- 
ages the latter. Dividends from 
its unconsolidated subsidiaries 
are expected ultimately to exceed 
profits from its gold mine by sub- 
stantial margin. 

Mcintyre Porcupine, another 
large gold producer, finds major 
investor interest in its portfolio 
which recently totalled over $65 
million in market value. The com- 
pany recently bought manage- 
ment control of Ventures Ltd. 
thru acquiring 400,000 shares of 
treasury stock at $35 with options 
on an additional 250,000 shares 
at the same price. It is to be ex- 
pected that McIntyre will ener- 
getically develop the Ventures 
mining empire, as it has been 
fitly termed. 

While Dome derives most of its 
revenue from its long lived gold 
mine in Porcupine, its dividend 
from the controlled Sigma and 
Campbell Red Lake gold mines ac- 
count for considerable of its in- 
come. Thus it is more dependent 
on profits from gold mining than 
either Hollinger or McIntyre and 
so qualifies as a nearly straight 
gold producer investment-wise. 


South African ‘’Kaffirs” 


It is by no means necessary for 
one interested in gold to confine 
his field to the U. S. and Canada. 
The South African gold mines 
produce over 50 percent of the 
world’s gold. The principal pro- 
ducing mines are of major size 
and assured of long productive 
life, and constitute the mainstay 
of South African economy. The 
stocks listed in London and Jo- 
hannesburg) command a_ ready 
market but have not found much 
favor with U. S. investors, largely 
it may be presumed because of 
lack of familiarity with the mines. 
It is also probable that the po- 
litical situation in South Africa 
does not promote confidence par- 
ticularly because of the attitude 
of the government toward racial 
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BUSINESS 
CONFERENCE 


The never-ending search for oil takes men to 
strange places—even to ocean floors. 


Here Mobil scientists, the first company team of 
research geologists trained as skin divers, probe 
the bottom of the Gulf of Mexico. 


From their findings have come clues which may 
lead to the location of new oil reserves to strength- 
en the Free World—to guarantee you a continu- 
ous and abundant flow of the thousands of 
products made from petroleum toenrich your life. 


Training geologists as skin divers is but one of 
Mobil’s pioneering methods of exploring new 
petroleum frontiers in a world where oil is 
ever more difficult and expensive to find. 


This progressive policy resulted in the first tap- 
ping of off-shore oil reserves out of sight of land 
—another example of Mobil’s master touch in oil. 


For more information about skin diving for oil, 
write to Room 2400, Socony Mobil Oil Co. Inc., 
150 East 42nd Street, New York 17, N. Y. 








SOCONY MOBIL OIL CO., INC. 


Leader in lubrication 
for 91 years 
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segregation and the belief, per- 
haps unjustified, that South Af- 
rica may encounter strife that 
would seriously jeopardize profit- 
able mining operations. If the 
investor buys these stocks he 
must be willing to assume this 
risk. —END 





Study of Growth Utilities 
For Today and Tomorrow 





(Continued from page 281) 


the nation’s prime growth utilities. 
The company has estimated an in- 
crease of about 64% in kwh out- 
put for 1960 compared with 1957; 
American Gas & Electric is run- 
ner-up with an estimated gain of 
55%. The Florida Company has 
just placed a 160,000 kw gener- 
ating unit in operation (with 
capacity to be fully used) and 
three similar units will come on 
the line in 1958-9, it is anticipated. 
Thus the company’s recent ca- 
pacity will be doubled in about 
four years under further growth 
in their area. 

Meanwhile the company’s ac- 
counting remains conservative al- 
though it has now begun to accrue 
for the first time an “interest 
credit on construction’. (Most 
utilities use this bookkeeping de- 
vice to bolster earnings during 
the period after capital funds are 
used for new construction, and up 
to the time when the new prop- 
erty comes into operation). The 
company is still adding to its hur- 
ricane reserve although this would 
now appear to be ample. It does 
not use accelerated depreciation 
with resulting tax savings. 

Florida Power Corporation may 
not be quite as dynamic as Florida 
Power & Light from the view- 
point of future growth, although 
in the post-war period its reve- 
nues increased somewhat faster 
than those of Florida Power & 
Light (371% vs. 347%). While 
the gains in share earnings in 
recent years have been somewhat 
slower than those of Florida 
Power & Light, currently the 
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stock appears to be about equally 
popular. Both issues have been 
selling around 50 recently with 
estimated 1957 earnings of about 
$3 on average shares, but the Cor- 
poration pays a dividend of $1.80 
compared with Power & Light’s 
$1.28. The Corporation’s manage- 
ment is thoroughly sold on the 
possibilities of the “heat pump” 
as a load builder and is reported 
to have more of these large appli- 
ances — which heat in the winter 
and cool in the summer — on its 
lines than all other electric utili- 
ties put together. 

Tampa Electric is the smallest of 
the three utilities, but is equally 
popular. The city of Tampa’s 
rapid growth is indicated by last 
year’s 30% gain in bank clearings, 
29% increase in suburban build- 
ing permits, etc. Some 34 existing 
industrial plants undertook major 
expansion programs last year and 
there are many plans for further 
expansion in 1957 and later years. 


Other Growth Companies 


American Gas & Electric, which 
operates in Ohio and six adjacent 
states, is one of the most dynamic 
utilities. Over the next two or 
three years it will service new 
aluminum plants which are com- 
ing into the Ohio Valley to obtain 
cheap power. The company has a 
$700 million expansion program 
which it hopes to accomplish with- 
out equity financing. Share earn- 
ings have gained consistently in 
recent years (though at a slower 
rate than for most Florida and 
Texas utilities) and it appears 
likely that earnings will reach the 
$3 level or better by 1960. The 
company recently raised its quar- 
terly dividend rate and added a 
small stock dividend, as it had 
done once or twice before. 

Delaware Power & Light has had 
a good growth record although the 
area is not noted for rapid in- 
crease in population. The com- 
pany is now benefiting from the 
construction of a special plant to 
service the big Tide Water Refin- 
ery. Under a special long-term 
contract it is assured a return of 
6% on the investment in this 
plant. 

Atlantic City Electric serves a sub- 
stantial part of South Jersey in 
addition to the resort area around 
Atlantic City, and has benefited 
by the influx of industry into that 
area. As indicated in the accom- 
panying table share earings have 
been increasing consistently and 





the stock has therefore joined the 
select group of “growth utilities”. 
With aggressive management, the 
company seems likely to continue 
these gains under further indus- 
trial expansion. 

Virginia Electric & Power has 
achieved the status of a growth 
utility, although the state in which 
it operates was once considered 
somewhat backward industrially. 
As a matter of fact the company’s 
increase in share earnings in re- 
cent years (see table) has ex- 
ceetded that of most other growth 
utilities, with the exception of two 
or three. This year activity in the 
state has received a special boost 
from the tourist influx in connec- 
tion with the Jamestown Festival. 
Industry in the state is reviving 
and the growth trend seems likely 
to continue. 

Southern Company has reported 
steady gains in share earnings 
since 1952 and with the steady 
influx of industry into its area, 
the stock should continue to give 
a good account of itself. However, 
the gains in earnings have not 
been large enough to give the 
stock “full membership”, perhaps, 
in the growth group. 


Utility Companies in Canada 


Canada has been developing 
very rapidly with the opening up 
of oil and mineral resources, aided 
by American capital. Two electric 
utilities — British Columbia Power 
and Shawinigan Water & Power — 
stand out as growth utilities, 
Shawinigan holding the record in 
our tabulation with an increase 
in share earnings of 122% dur- 
ing the period 1952-6. The com- 
pany controls an important chemi- 
cal subsidiary. British Columbia 
Power, with diversified electric, 
gas and transit earnings, and 
aided by strong management and 
favorable regulation, has achieved 
an interesting record in recent 
years. With the opening up of new 
oil and gas reserves in the area, 
the company should continue to 
do well. Stocks of these two com- 
panies have been an exception to 
the drastic readjustment of mar- 
ket prices which the Canadian 
markets have encountered in re- 
cent months. As a result the stocks 
have been obtainable recently at 
about 15 times earnings compared 
with 20 or more earlier this year. 
But Canada is bound to feel the 
throes of an economic slowdown, 
should one develop in the United 
States. —END 
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Cyanamid Means... 


Better i 


Metals Better 

















Many other products are also being improved or lowered in cost through Cyanamid 
chemical research or the application of Cyanamid chemicals for Surface Coatings... 
Leather... Petroleum... Rubber... Textiles... Drugs and Pharmaceuticals... Plas- 
tics ... Explosives ... Agricultural Chemicals. For further information, call or write 
AMERICAN CYANAMID COMPANY, 30 Rockefeller Plaza, New York 20, N. Y. 





ao CYANAMID — 


HELPING AMERICA MAKE BETTER USE OF ITS RESOURCES 
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Self-clearing hopper cars—shown here loading iron ore from a Great 
Lakes ore boat—form the biggest category of new equipment. 
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New York Central 


i he | 


\ ¥f 15,000 new freight cars 


tt 


help meet growing shipper needs 


...move your freight faster 


The equipment you see here is part of 
more than 15,000 new freight cars ordered 
or received by the Central during 1956-57! 


To date, 11,244 of them have been put 
into service. These cars, representing an 
investment of over $150 million, will roll 
night and day to help keep your freight 
moving faster. 


The new rolling stock will help provide 
a rotating reserve of empty cars—ready 500 new automobile cars with 15-foot 
: double doors are already in service. 
to move whenever you’re ready to ship. 
And in time of national emergency, they 
would be available for the tremendous 
job that has always fallen to the rail- 
roads. America has learned through three 
wars that there is no substitute for de- 
pendable, all-weather rail transportation. 


Topping the Central’s order are 5,500 —— =a —— 
hopper cars to carry vital coal and iron ego ™ » 5 - wad A 
ore! Another 4,500 hoppers will go to the 50 mechanical refrigerator cars and 1000 
railroad’s Pittsburgh & Lake Erie affiliate. standard “reefers” have been purchased. 
There will be 3000 new boxcars . . . 1050 
refrigerator cars... 150 Flexi-Van flatcars 
—in all, 13 different types of equipment. 


The Central is adding 86 diesels to its 
fleet, too. These alone will cost more than 
$16 million! 


This extensive equipment purchase is 
just one example of the hard cash that 
backs up our firm faith in the Central. 
Big things are happening all over this 
progressive railroad. Ask our freight sales- 
man to explain how each of these innova- 
tions makes for better service than ever — 599 new gondola cars will go to the 
—at no extra charge to you. Central’s Pittsburgh & Lake Erie affiliate. 


Route of the “Early Birds’’—Fast Freight Service 


New York Central Railroad 








Keeping Abreast of 


Corporate Developments 
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Armco Steel Corp. will acquire Union Wire Rope 
Corp., large producer of high carbon wire and wire 
rope. 

The acquisition has the approval of the boards 
of directors of the two companies and now will be 
submitted to the shareholders of Union Wire for 
their approval. 

The agreement of purchase calls for the issuance 
of 264,000 common shares of Armco Steel for the 
660,000 shares of Union Wire Rope, or 1 share of 
Armco for 214 shares of Union. 

Last year Union Wire Rope reported sales of 
$18,516,244 and net income of $1,550,909, or $2.58 
a common share. Total assets were $10,921,762. 


Burroughs Corp, will set up an Italian subsidiary 
for the production of computers and other office 
equipment in that country. 

Ray W. MacDonald, vice president of Burroughs 
International division, said the organization is to be 
incorporated as Burroughs Italiana, S.P.A., with 
headquarters in Milan. This will be the 20th of Bur- 
rough units, operating throughout 22 nations. The 
plant will make the series E, or small computer ,as 
well as the larger “Datatron” units, plus “Datafile” 
electronic magnetic tape storage machine, adding 
machine and supplies. 


Curtiss Wright Corp. has acquired H. A. Wagner 
Co., Van Nuys, California. This company is a de- 
signer and producer of missile systems and com- 
ponents. The Wagner Co. is to be operated by Aero- 
physics Development Corp., another subsidiary, 
which was formed in 1951 by a group of senior 
engineers working together since 1940 in the field 
of weapons systems design. 


General Electric Co. and Pacific Gas & Electric Co. 
turned on the world’s first all privately financed 
atomic electric power plant when they fed 5000 KW 
of electricity into the Pacific Gas & Electric trans- 
mission system from the Vallecitos Atomic Power 
Plant. 

This power was sent to homes, farms and indus- 
tries in northern and central California only a year 
and five months after the decision to construct the 
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Vallecitos boiling water power reactor was made. 
This is believed record speed for nuclear power 
plant construction. 

Power produced by the plant, located at the Gen- 
eral Electric Vallecitos Atomic Laboratory, is being 
fed into the PG&E interconnected transmission sys- 
tem which serves 47 northern and central California 
counties. Testing of the reactor installation will con- 
tinue for some time, officials of the two companies 
indicated, and the plant will be formally dedicated 
in about six weeks. 


Carrier Corp. has developed a residential air condi- 
tioning unit that will be gas-fired rather than pow- 
ered by electricity as present units are. 

Carrier did not reveal when the new unit would 
be put on the market in large quantities but indi- 
cated it would be about a year. 

An official of Carrier said no price has been es- 
tablished on the new device, but that when it was 
mass-marketed it would be competitive with present 
electrically-powered units. The company gave no 
comparison of operating costs. 

The unit is designed for use with gas-fired heating 
systems. The cooling apparatus itself will be located 
in a cabinet installed outside the house. It will chill 
water which will circulate through a coil in the 
furnace. 

The new Carrier unit is expected by the company 
to reduce space requirements and simplify installa- 
tion and servicing. 


Scott Paper announced it is producing a textile-like 
paper which it says can be used for a wide range of 
products, including garments, hand towels, and med- 
ical examination gowns. 

Scott, which has named the paper “Dura-Weve’’, 
said it is a laminate of rayon scrim material with 
two or more piles of high-wet strength paper. Vari- 
ations can also be made by using other materials— 
polyethylene, for example, for one of the piles, Scott 
Paper said. 

Scott said Dura-Weve is currently being used in 
headrest covers on seats in airlines and railroads, 
hand towels, tablecloths, (Please turn to page 316) 
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GLIDDEN MEN AT WORK 


PRODUCED THESE RESULTS 


FOR THE 12 MONTHS 
AUGUST 31, 1957 


Net Sales ..... - $225,537,291 
Income before Taxes . . 15,387,437 


Taxes on Income ... . 8,123,000 
Net Income after Taxes . 7,264,437 
ee 3.16 


% to Shareholders’ Equity . 8.5% 


Cash Dividends Declared . 4,594,340 
PD sa 6b eee oe 2.00 


Earnings Reinvested. . . 2,670,097 


Shareholders’ Equity . . 85,837,116 
2. a 37.35 


Long Term Debt... . 27,500,000 


Working Capital .... 52,301,673 
Current Ratio. ......- 2.93 


Plant & Equipment—Net 59,516,961 
Total Assets. . . 2. . 140,369,855 


Depreciation and 
Amortization... . . « 5,046,378 
ci. “ePEeTrerrrr: 


Expenditures for Plant 
and Equipment... . . 12,465,415 


Shares Outstanding . . . 2,298,170 
Number of Shareholders . . 21,686 
Number of Employees ... . 6,455 


the GLIDDEN company annual report 1957 


is available upon request by writing to The Glidden Company - 980 Union Commerce Building, Cleveland 14, Ohio 
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Specialists In Cost Cutting 
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prominent fork-lift truck pro- 
ducer also derives significant 
revenues from construction ma- 
chinery and automotive parts. 
Expansion expenses held 1956 
earnings back, dropping them 
slightly below the 1955 level, but 
this year a strike in the transmis- 
sion division did much more dam- 
age. Sales have advanced, but 
earnings for the nine months re- 
ceded to $2.77 per share from 
$2.85 a year earlier. In fairness, 
it should be pointed out that since 
the first quarter, in which most 
of the effects of the strike were 
felt, quarter to quarter compari- 
sons have been favorable. As a 
result, however, it is doubtful 
that full year earnings will match 
last year’s $4.11 per share. 


Moving into 1958, high back- 
logs and a steady replacement 
part business should assure good 
operating levels. New facilities 
have increased efficiency, lending 
hope that some earnings improve- 
ment may show up in the opening 
part of next year, 

Hewitt-Robins is a major producer 
of rubber conveyors and other 
mechanical rubber goods. In addi- 
tion plastic based foams are grow- 
ing in importance as a source of 
revenue. A new sales peak is ex- 
pected for Hewitt in 1957, but 
since all of the company’s lines 
are highly competitive, little in- 
crease is anticipated from the 
$3.35 per share earned last year. 

Currently over 50% of reve- 
nues stem from materials handl- 
ing equipment, and margins are 
generally satisfactory on these 
lines. But other products are 
dragging. Nine months earnings 
have improved to $2.09 per share 
from $1.91 last year, but a gen- 
eral business slowdown in 1958 
will probably hurt the company 
more than others in the industry. 
Joy Manufacturing is the leading 
manufacturer of mining machin- 
ery and equipment, much of 
which is essentially of a materials 
handling nature. Almost 45% of 
sales are made to the coal mining 
industry, a factor which tempers 
somewhat the adverse mining pic- 
ture, generally. Nevertheless, 
enough of the company’s output 
goes into metal mining to place 


the immediate future in doubt. 

So far this year sales advanced 
over 10% and nine months earn- 
ings improved to $6.30 from $6.10 
in the same period a year ago. 
Backlog, however, has dropped, 
In 1958, performance will depend 
largely on conditions in the bi- 
tuminous coal industry, which will 
find itself in a testing period for 
its new-found stability. 


Investment Policy 


All things considered, the ma- 
terials handling producers should 
outperform other equipment man- 
ufacturers next year, but some 
words of caution are in order. 
Today’s business climate, like the 
stock market, is closely tied to 
spot news developments. In a 
world moving as fast as ours is 
now, capital spending plans, even 
in the short-term, are not synon- 
omous with actual expenditures. 
As a result all industries produc- 
ing capital goods face a certain 
degree of insecurity. Orders on 
the books can be canceled if man- 
agement sentiment turns particu- 
larly bearish, and spending plans 
can be revised downward quickly. 
We do not foresee a radical shift 
in spending yet, but any investor 
contemplating commitments in 
capital goods industries does well 
to bear the _ possibilities in 
mind. —END 
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of the formation of a European 
Economic Community is not to 
offer proof that such a union will 
function as harmoniously as its 
founders fondly hope. Rumblings 
of discontent have provided a 
background to the chorus of 
doubts which have been voiced 
ever since the concept of Euro- 
pean economic integration was 
first announced. Since then the 
protests and admonitions have 
become more biting and assured. 
The misgivings of many nations 
that have a vital stake in trade 
with the Continent were recently 
given voice at the Geneva con- 
ference of officials of the 37 na- 
tions in the General Agreement 
on Tariffs and Trade. Their fears 
generally fell into two categories. 


The most common source of con- 
cern among the GATT nations is 
that the structure of both the 
Common Market and the Free 
Trade Area contains the latent 
danger that these unions will be- 
come preferential trading areas 
in which outside nations, includ- 
ing the United States, will not be 
able to compete as effectively as 
they now can. Thus, in this view, 
the European Economic Com- 
munity would restrict rather 
than increase world trade. The 
second principal area of concern 
is to be found in the fear that 
European economic integration 
would actually stimulate the for- 
mation of cartels and monopolies 
and thereby frustrate the very 
purpose of the union by prevent- 
ing the “optimization” of pro- 
duction. 

On the first score, the argu- 
ments are not without foundation. 
The six countries which would 
form the European Common Mar- 
ket will gradually eliminate ta- 
riffs and other restrictions on 
trade among themselves over a 
12-to-15-year period. At the same 
time they will establish a common 
tariff on goods from other na- 
tions. The fact that the amalga- 
mation of the tariffs on external 
trade would be done through 
averaging the rates of the ECM 
countries suggests the possibility 
that Germany, for example, could 
sell her goods in the markets of 
any ECM member at a lower cost, 
behind relatively high tariffs, 
than the United States or any 
other outside nation. One factor 
strengthening this view is Ger- 
many’s proximity to these mar- 
kets and the modern efficiency of 
her post-war industrial appara- 
tus. Equally convincing is the 
claim that the process of averag- 
ing the tariff rates of each ECM 
country would reduce the German 
tariff but also raise the duties im- 
posed by other members. The ac- 
companying table on_ relative 
Benelux and ECM rates is a 
graphic illustration of this point 
inasmuch as German custom 
duties in most cases are as low as 
those imposed by the Benelux na- 
tions. Furthermore, the market- 
ing agreements which the ECM 
Governments propose to use to 
regulate their trade in agricul- 
tural goods also will act to limit 
imports from other nations. The 
privileged position granted to 
farm products in both the ECM 
and the Free Trade Area schemes, 
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Attractive, functional, enduring, economical are Stran-Steel 
building applications. This scene of Interstate Dispatch, Inc., 





Note absence of columns and other 
supports in this trucking terminal. 
Well-lighted clear span construction 
throughout. Speeds moving of cargo- 






Set 
ia 





Milwaukee, Wis., shows loading docks (right), and service, 
repair and vehicle garage (left). Offices occupy the center area. 


Manufacturers like Hendrix Wire & Cable Corp., Milford, N.H., (above) find Stran- 


Steel buildings ideal because of **package”’ design, swift erection and life-time service. 


Solving a Housing Problem for 


Business—Both Small 


Small business is a vital part of the 
muscle and bone of our economy .. . 
whether it’s a warehouse, a weekly 
newspaper, a trucking firm or any one 
of hundreds of other enterprises that 
provide jobs and needed services in 
every community. 


One of the problems small business 
yes, big business, too!) faces is that 
of finding adequate, enduring hous- 
ing. Low-cost buildings ‘‘tailored”’ to 
an individual business’ specialized 
requirements. 


Enter Stran-Steel 
Our Stran-Steel site-styled industrial 
and commercial buildings offer mod- 
ern design and built-in quality, and 
come in almost any dimensions de- 
sired. Yet their low price—and easy 
financing through the Stran-Steel 
Purchase Plan—brings them within 


NATIONAL STEEL 


GRANT BUILDING 


even the most modest building or 
expansion budgets. 


Owners most often cite these advan- 
tages: (1) their pre-engineered con- 
struction—a ‘‘package deal’’ which 
you order ready-made to suit your 
purposes—means more building for 
less money, plus very fast erection; 
(2) all the unobstructed floor space 
desired because of the absence of 
columns and braces; (3) fast, easy 
installation of insulation, keeping air- 
conditioning and heating costs to a 
minimum; (4) virtual fire-proofing, 
with resultant low insurance rates. 


Another attractive feature is the use 
of Stran-Satin, a National Steel exclu- 
sive. Stran-Satin side walls and roofs 
have an eye-pleasing look of clean, 
shining strength—blend ideally with 
other building materials—combine 


and Big 


the durability, economy and cor- 
rosion-resistance of the finest quality 
zinc-coated steel with a warm, lus- 
trous surface. 


National’s Role 


Stran-Steel buildings are typical of 
the many products developed by 
National Steel to help serve America 
better. The products reflect National’s 
unchanging policy of producing better 
and better steel for more and more 
purposes . . . of the quality and in the 
quantity wanted, at the lowest possi- 
ble cost to our customers. 


* * * * 


For new catalog giving information on 
all Stran-Steel products—for use in 
institutional, industrial and commercial 
construction—urite to Stran-Steel Cor- 
poration, Detroit 29, Michigan. 


CORPORATION 


PITTSBURGH, PA. 
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particularly mitigates against the 
interest of U.S. exporters of agri- 
cultural commodities. 


Germany’s Dominant Position 


Ironically, Germany’s economic 
ascendancy under both economic 
integration plans, while inimical 
to the short-term interests of this 
country as well as to those of 
Britain, France and other ECM 
members, is almost perversely 
cited as an argument in favor of 
economic integration. The reason 
lies in the fact that there is a re- 
cognition in England, and to a 
lesser extent in France, that both 
countries could profit from the 
competitive impact of Germany. 
There is a real fear of German 
competition in England. And 
there is also a paralyzing reluct- 
ance to do very much about it, due 
mainly to the realization that it 
cannot be countered successfully 
in every case. There is also the 
suspicion that participation in the 
Free Trade Area would be merely 
the opening concession to a move- 
ment which would end with the 
absorption of Britain into the 
Continent, the loosening of ties 
with the United States and the 
end of England’s days as a world 
power. But proponents of the Free 
Trade Area plan in the U.K. feel 
that the best catharsis for British 
industry is a generous dose of 
good, stern German competition. 
This, they say, will stimulate in- 
dustry to modernize and labor to 
work harder. 


Demands for special treatment 
of particular industries, if 
granted, will unquestionably viti- 
ate the basic purposes of Europ- 
ean economic integration. More- 
over, they will create a shelter for 
certain products against which 
U.S. competition will flail in vain. 
The British action in excluding 
agricultural products, mainly 
foodstuffs, from the Free Trade 
Area is a case in point. Its object 
is to enable the United Kingdom 
to continue to protect her agricul- 
ture at home while safeguarding 
her trade with the Commonwealth. 
The Free Trade Area concept is 
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already far removed from the 
European Economic Community’s 
more far-reaching plan for eco- 
nomic integration. The conces- 
sions to British agriculture are 
another step away from this ulti- 
mate goal if only for the fact that 
they will justify claims for similar 
privileged treatment by other na- 
tions. 

The problems of domestic sta- 
bilization and of maintaining 
equilibrium in the balance of pay- 
ments between the members of 
an economic union lie behind re- 
quests for privileged treatment 
and for the determination to sur- 
render only the minimum eco- 
nomic powers to a supranational 
or union authority. This is a cen- 
tral issue involving exchange 
rates, exchange controls, import 
curbs and foreign lending. The 
nations of the European economic 
community wish to avoid domes- 
tic booms and slumps. They would 
all like to do this in a manner 
which is as compatible as possible 
with the maintenance of equilibri- 
um in their balance of payments. 
But no nation is yet prepared to 
surrender any significant portion 
of her authority over these mat- 
ters to a supranational group. 
Thus, perhaps more than any 
other factor, the development of 
an acceptable alternative is an in- 
dispensable sine qua non for the 
successful economic integration 
of Europe. 


Free Trade Area — 
Britain’s Answer to ECM 


It is in this context, particu- 
larly, that the future of the Free 
Trade Area becomes clearly per- 
ceptible. If all goes well, the first 
reduction in internal tariffs be- 
tween the Common Market na- 
tions will go into effect in Janu- 
ary, 1959. From then on, British 
exporters will find themselves at a 
growing disadvantage in Conti- 
nental markets unless their Gov- 
ernment finds a way of associat- 
ing England with the Common 
Market Group. Hence the British 
interest in setting up the Free 
Trade Area. For, in London’s 
view, this would drive a breach 
into the common tariff wall around 
ECM and permit Britain to ex- 
ploit the rich possibilities of trade 
with Europe. From the British 
standpoint this scheme has the 
added advantage of enabling Lon- 
don to retain a maximum of con- 
trol over the nation’s foreign and 





domestic economic policies. For 
example, the British Government 
believes that the Free Trade Area 
agreement should contain escape 
clauses for countries in acute bal- 
ance of payments difficulties. Eng- 
land would also retain the right 
to impose taxes for revenue pur- 
poses, such as the purchase and 
petrol taxes, on imported articles. 
Moreover, the Free Trade Area, 
unlike the Customs Union, would 
allow member countries to vary 
their tariffs with nations outside, 
so that Britain could still give 
Commonwealth countries a pre- 
ference over nations outside the 
Free Trade Area. 


The Dilemma 


The ECM nations are not enam- 
ored of the British proposal. To 
them the treatment of agriculture 
proposed by England is a critical 
issue with which they are not dis- 
posed to compromise. The French 
have repeatedly stated that they 
cannot accept a free trade area 
from which agriculture is exclud- 
ed. Denmark and Holland are 
equally adamant in their opposi- 
tion. All agree that there is little 
sense in lavishing time and effort 
on framing rules for a free trade 
scheme so long as this basic con- 
flict is not healed. 


But the breach is not insur- 
mountable. One factor which may 
induce Britain to make some con- 
cession to the European view on 
agricultural matters is that Com- 
monwealth preferences no longer 
have the same value to the United 
Kingdom that they possessed as 
recently as only a few years ago. 
Britain’s markets in Europe and 
in North and South America have 
been expandingly rapidly ever 
since the end of the war while 
those in the Commonwealth have 
remained static. Moreover, Aus- 
tralia, India and other nations of 
the Commonwealth are expected 
to curtail their imports from Eng- 
land even more in the coming 
year. Furthermore, London is not 
unmindful of the fact that, as 
Commonwealth countries build up 
their industries, and trade be- 
comes consequently less comple- 
mentary, the advantages in the 
system for the United Kingdom 
tend to melt away. It may thus 
well be that, in balancing the ad- 
vantages of the Preference Sys- 
tem against those of ECM, Bri- 
tain may vote in favor of the lat- 
ter. But ECM will have to yield 
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Head of his class— 
but a problem in arithmetic 


Educating, feeding and clothing children present a problem in financial 
arithmetic for any family these days . . . a problem compounded when 
unforeseen emergencies call for extra dollars. 

Helping to supply those dollars —the dollars to meet family needs or 
emergencies — is the big job that the Beneficial Finance System has been 
doing for 43 years. 

Beneficial serves both large cities and small communities . . . has the largest 
number of small loan offices under single ownership. 

Loans average approximately $400 and the volume amounts to more than 
three-quarters of a billion dollars a year. 


...@ BENEFICIAL loan is for a beneficial purpose. 








Finance Co: 


Beneficial Building, Wilmington, Del. 











MORE THAN 1000 OFFICES IN THE UNITED STATES, CANADA, HAWAII AND ALASKA 











IBM 


171stT CONSECUTIVE 
QUARTERLY DIVIDEND 


STOCK DIVIDEND 


The Board of Directors of 
International Business Ma- 
chines Corporation has today 
declared a quarterly cash divi- 
dend of $.60 per share, pay- 
able December 10, 1957, to 
stockholders of record at the 
close of business on November 
13, 1957. The Board of Direc- 
tors also declared a 214% stock 
dividend, payable January 28, 
1958, to stockholders of record 
on January 6, 1958. 

Cc. V. BOULTON, 








Treasurer 
590 Madison Avenue 
New York 22, N. Y. 
October 29, 1957 
INTERNATIONAL 
BUSINESS MACHINES 
CORPORATION 











Common Dividend No. 152 


A dividend of $1.00 per 
share on the common 
stock of this Corporation 
has been declared payable 
December 14, 1957, to 
stockholders of record at 
close of business Novem- 
ber 29, 1957. 
C. ALLAN FEE, 

Vice President and Secretary 

November 7, 1957 








RIO GRANDE VALLEY 
GAS COMPANY 


Brownsville, Texas 


DIVIDEND No. 36 


A year-end dividend of five cents per 
share on the outstanding common 
stock of this corporation has been 
declared payable December 16, 1957, 
to stockholders of record at the close 
of business November 15, 1957. 


W. H. MEREDITH 


November 4, 1957 Treasurer 
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some ground. For England cer- 
tainly cannot completely accept a 
Common Market for agriculture 
which promises dearer, instead of 
cheaper, food. London’s interest is 
clear. Her conditions have been 
made known. Now it remains for 
the ECM countries to determine 
what price they will pay to bring 
the Free Trade Area into being. 


Free Trade Area vs. 
Common Market 


The question of concessions to 
Great Britain is far from an aca- 
demic one. For it is becoming in- 
creasingly evident that the Free 
Trade Area is in many ways pre- 
ferable to the more _ inflexible 
Common Market. The growing 
appeal of the Free Trade Area as 
an adjunct to the ECM is based on 
the fact that such countries as 
Germany and the Netherlands, 
for example, fear that the Com- 
mon Market will imprison West- 
ern Europe’s economy instead of 
freeing it. A glance at the ac- 
companying table of ECM tariffs 
will show that Dutch industrial- 
ists are justified in their concern 
for the great increases in their 
costs which will result from 
higher ECM tariffs on imports 
from the outside world. At the 
same time the Germans are al- 
most literally haunted by the spec- 
ter of Germany’s liberal economy 
set hard-fast in a rigid union with 
a nation such as France, that 
manages her affairs so badly that 
French markets are periodically 
closed to German exports. Thus, 
France’s chronic economic ills 
help nourish the desire for a 
broader and looser trade area 
which would be large enough to 
lodge nations such as France that 
may have occasional need for de- 
viating from the liberal trade 
norms of ECM. In this light, the 
Free Trade Area becomes a more 
palatable alternative to the pros- 
pect of six querulous nations 
squabbling within a protective 
common tariff barrier. 

At the same time there is little 
enthusiasm for the Common 
Market in France. There is some 


small support for ECM in the 
knowledge that France, like Eng- 
land, could benefit from the com- 
petitive impact of the more effi- 
cient German economy. Moreover, 
Britain’s recent shift in favor of 
closer cooperation with the Conti- 
nent has warmed the French Govy- 
ernment’s interest in the plan. But 
there is strong reluctance to go 
further than the British. In addi- 
tion, France cannot move toward 
integrating her economy with that 
of the other five nations as long 
as she is constrained by an over- 
valued currency, a strong protec- 
tionist tradition and an economy 
so sternly set in an _ inflexible 
mold of price-sheltered and sub- 
sidized industries that reaction to 
any form of change has almost 
become an economic reflex. 

High on the agenda of French 
requests for concessions is their 
demand that social security sys- 
tems be harmonized as a pre-con- 
dition to tariff concessions. The 
danger in this is not that France 
has little cause for complaint in 
this respect, for the accompany- 
ing table will show that direct and 
indirect labor costs are much 
higher in the Scandinavian coun- 
tries, in Switzerland and in the 
United Kingdom and that these 
last nations have a sounder eco- 
nomic argument for asking that 
these charges be made more uni- 
form. There is rather the greater 
danger that if any more conces- 
sions are made to the French 
point of view the basic principles 
of the ECM treaty will be seri- 
ously distorted. Even now Paris 
is busy applying severe import re- 
strictions and planning new ex- 
port promotion schemes which 
contradict both the spirit of the 
ECM accord as well as most of 
the trade liberalization gains 
achieved in Europe since the war. 
The Common market cannot ac- 
cept France under these terms 
without impairing its own char- 
acter. Nor does Paris feel that she 
can fulfill her obligations toward 
the ECM as long as the Algerian 
drain on the French economy con- 
tinues. Thus, the less rigorous 
Free Trade Area becomes a more 
acceptable alternative, although 
it is difficult to conceive of the 
Common Market or the Free 
Trade Area making any progress 
without an alignment either of 
prices or of the exchange rates of 
the member countries. 


Thus, United States interests 
are more logically evaluated with- 
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in the framework of the Free 
Trade Area, mainly because its 
more flexible structure will per- 
mit greater concessions to Amer- 
ican interests. Like the Common 
Market, the Trade Area will 
strengthen this country’s political 
allies and lead to a more efficient 
use of resources within the area. 
It also will help create a strong 
bond of common interest between 
Germany and her neighbors to the 
West and thus reduce the possi- 
bility of a separate deal between 
Bonn and East Germany. Our 
own efforts should assure that the 
basic charter of the Free Trade 
Area is so drawn that it maxi- 
mizes the opportunities for free 
competitive trade within Europe 
and minimizes the extent and dur- 
ation of discrimination against 
the United States. —END 





Where Now — 
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results in short order. 

It is difficult at best to appraise 
the potential of the host of sub- 
contractors who supply the de- 
fense machine. At this stage, 
events shaping up since the arrival 
of Sputnik can be described as in 
a state of confusion. The most 
promising contenders for result- 
ant benefits of an accelerated mis- 
sile program will be those already 
identified closely with existing 
Intercontinental Ballistic Missile 
and Intermediate Range Ballistic 
Missiles projects. The speed-up 
moreover, will bring into greater 
prominence related makers of 
electronic equipment and rocket 
fuels. Conversely, those companies 
lependent upon air-frame_ busi- 
ness and projects hinging upon 
manned aircraft would be left 
with problems of changeover or 
survival. 

Probably the best situated com- 
panies in the field of rocket fuels 
are General Tire and Rubber 
through its Aerojet affiliate, Thiokol 
Chemical, and Olin Mathieson, 
through Reaction Motors. 

General Tire and Rubber is one of 
the few polyglot corporations that 
is doing fine in today’s rough 
weather. Last year, the company 
pulled down $10.8 millions in 
profits on sales of $390 million 
and was doing even better at the 
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In home products, too, 


the Borg-Warner touch is evident 


Upstairs, downstairs, all around the house . . . in major equipment 
for the modern home you see increasing evidence of the Borg- 
Warner “design it better—make it better’ touch. 

From B-W’s Norge Division come advanced-design washers 
and dryers, refrigerators and freezers, ranges and water heaters. 
Ingersoll-Humphryes Division provides porcelain-enameled cast 
iron and steel bathtubs and lavatories, and vitreous china water 
closets. Alfol* aluminum foil insulation from B-W’s Reflectal, and 
KoolShade* sunscreen from Ingersoll Products Division, keep 
homes warmer in winter, cooler in summer. B-W York* heating 
and air conditioning equipment provides uniform comfort the 
year ‘round. 

That home builders and owners like the Borg-Warner touch is 
evidenced by the fact that sales of B-W products for the home are 
constantly growing, today account for approximately 35% of total 
B-W sales. 

And that is further evidence of how Borg-Warner keeps growing 
through its continuing program of carefully planned diversification, 


DESIGN IT BETTER MAKE IT BETTER 





BORG-WARNER. 


310 SOUTH MICHIGAN AVENUE ¢ CHICAGO 4, ILLINOIS 
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halfway mark in 1957. Fiscal 1956 
marked the peak year in the 14 
year history of the company’s 
rocket propulsion subsidiary, 
Aerojet-General Corporation, as 
sales climbed 109% above those of 
1955. The backlog of this sub- 


sidiary can be figured to be bet- 
ter than $500 million. Aerojet- 
General’s Liquid Rocket program 
underwent tremendous expansion 
in 1956 to meet a number of gov- 
ernment contracts, particularly 
the ICBM plans. For the Titan, 
Aerojet-General is building the 
rocket engines and the internal 
power equipment. For 1956, the 
subsidiary’s impressive produc- 
tion included more than 1,300 
large solid propellant booster 
rockets for guided missiles, 40,000 
smokeless JATOS, 1,000 Sparrow 
missile plants and other signifi- 
cant items for missile production. 
Yet even with this impressive 
record and future, Aerojet-Gen- 
eral is developing products that 
have application in both fields— 
jet components that can _ be 
adapted to commercial aircraft if 
the military market drops. Gen- 
eral Tire is an outstanding ex- 
ple of diversification and subcon- 
tracting when it works. 


Thiokol Chemical has established a 
leading position as a supplier of 
engines and solid fuels for rockets. 
Its power plants are in the Ser- 
geant, Nike, Hercules, La Crosse, 
Falcon, Hawk, Matador and other 
experimental missiles. The com- 
pany has reported that hundreds 
of flight tests have shown a relia- 
bility of 97.5% for its motors. 
Until recently, solid fuel engines 
have been used principally to 
power short-range missiles, but 
the trend in rocketry is now 
towards more and longer range 
rockets, using solid propellents. 
With the company’s new $3 mil- 
lion rocket plant in operation, it is 
in a better position to capitalize 
on this shift in trend. 

Olin Mathieson is another of the 
successful polyglot: corporations. 
Sales in 1957 are expected to be 
in line with the $597 million re- 
ported for 1956. On July 9, 1957 
the company started shipments 
to the U. S. A. F. of a new fuel 
developed for intercontinental jet 
planes. An Air Force contract was 
awarded to Olin Mathieson for 
construction of a $36 million facil- 
ity to produce the new fuel. Olin’s 
stake in boron fuels has done 
much to brighten the company’s 





NOW LEASING 
INDUSTRIAL BLDGS.—M-1 ZONE, BUENA PARK, CALIFORNIA 


On Santa Ana Freeway—20 Miles east of Los Angeles; 24,000 sq. ft. in two bldgs.—13,200 and 10,800 
sq. ft.; 61,700 sq. ft. ground area—ample parking; 315 foot frontage on Manchester Blvd.; 
Tilt-up Conc. and steel construction. 


WILL BUILD TO SUIT TENANTS 
Address: CHARLES LYONS, 637 S. Newlin, Whittier ,California 











RICHFIELD 





Adtvidend notice 





RICHFIELD 07/7 Corporation 


Executive Offices: 555 South Flower Street, 
Los Angeles 17, California 


The Board of Directors, at a meeting held November 7, 1957, 

declared a regular quarterly dividend of seventy-five cents per 

share for the fourth quarter of the calendar year 1957 and a 
special dividend of fifty cents per share on stock of this Corpo- 
ration, both payable December 14, 1957, to stockholders of 
record at the close of business November 18, 1957. 


Norman F. Simmonds, Secretary 









seal 
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prospects for the future although 
other facets of its structure may 
not fare so well. 

Among electronics manufactur- 
ers for guidance systems likely to 
benefit are American Bosch Arma 
and Litton Industries. 


American Bosch Arma is an impor- 
tant producer of equipment for 
the automotive and diesel engine 
fields and is a major military sup- 
plier of electronic and specialized 
products such as navigational and 
gun-fire equipment and guidance 
systems for missiles. Specifically, 
the company is working on the 
guidance system along with Bell 
Telephone Laboratories of the 
Titan. Sales in 1956 advanced 
66% from those last year reflect- 
ing in the main, the company’s 
expanded position as a supplier to 
the armed forces. In this shift 
in emphasis to missiles, this com- 
pany should fare well. As time 
goes on what Bosch Arma might 
lose in producing fire control sys- 
tems for the B-52 Bomber will be 
more than made up by its stake in 
the Titan. 

Litton Industries designs and manu- 
factures components and equip- 
ment for industry and the Govern- 
ment covering the major areas of 
the electronics field with consider- 
able emphasis on research and de- 
velopment activities. In the fiscal 
year ended July 31, 1956, sales ex- 
panded 68% over the year-earlier 
level to another peak. The com- 
pany develops such equipment as 
instrumentation and test equip- 
ment, radar and countermeasures, 
computers and controls and many 
other electronic devices. Litton 
produces a host of electronic de- 
vices for use in missiles. 

Among those companies doing 
subcontracting work for defense 
industries that were facing grim 
prospects because of cutbacks and 
stretchouts not too long ago but 
are in a position to benefit by the 
new emphasis on missiles are Con- 
solidated Electrodynamics, Thomp- 
son Products, and to a lesser degree, 
Minneapolis-Honeywell. 
Consolidated Electrodynamics is en- 
gaged in the design and manufac- 
ture of mechanical and electrical 
instruments of a complex nature 
for industry and the Aircraft in- 
dustry. At the halfway mark this 
year the company was rolling 
along in high gear; sales were up 
41% and earnings up 60%. In Sep- 
tember, earnings were abruptly 
revised because of uncertainty in 
the aircraft industry, and the 
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company was obliged to lay off 
nearly 500 employees. Because of 
the considerable subcontracting 
business with the military, the 
company is still apprehensive over 
its near term prospects but opti- 
mistic for the long-term because 
»f its stake in missiles. Moreover, 
the company has only 30% to 35% 
of its business committed to the 
military and feels that when the 
big switch takes place to missiles, 
the company is bound to pros- 
per because missiles require so 
much more instrumentation than 
manned aircraft. 

Thompson Products is a leading 
supplier of aircraft engine parts 
and auto parts. The company also 
has a stake in the electronics field, 
primarily through the Ramo- 
Wooldridge affiliate. Cutbacks af- 
fected the company greatly and 
over 3,000 employees were 
dropped up to September 10, 1957. 
With 67% of sales in 1956 con- 
centrated in aircraft and related 
parts, the company could be fac- 
ing difficulty in the future if 
it wasn’t for the prospect of 
benefitting from the speed-up in 
the missile program. Through 
the Ramo-Wooldridge affiliate, 
Thompson Products has a stake in 
the Atlas project and also in elec- 
tronic systems. However, much 
must be ironed out before the 
company has clear sailing ahead. 
Minneapolis-Honeywell is the giant 
in the field of automatic controls. 
The company has had an unusual 
record of growth that in all prob- 
ability will continue. With over 
25% of company sales devoted to 
the military, cutbacks could have 
had a unwholesome effect on the 
company’s earnings which may 
have affected the high multiple of 
earnings afforded the stock in the 
market very adversely. However, 
with cutbacks much in the back- 
ground today, the company should 
show little bad effects from its 
scare although some slightly lower 
earnings could be in store for the 
very near future. 

Some companies with varied 
prospects in the subcontracting 
field are Hoffman Electronics, Gar- 
rett Corp., Solar Aircraft, General 
Precision Equipment, Menasco Manu- 
facturing, Rohr Aircraft, Bell Air- 
craft and Rheem Manufacturing. 
Hoffman Electronics has over half 
of its sales volume in the produc- 
tion of electronic devices for the 
military. The stretch-out of Gov- 
ernment contracts will restrict re- 
sults for the company in the im- 
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Douglas Aircraft head 


tells how missiles 


shape America’s future 


Overhead another Russian satel- 
lite streaks at lightning-like 
speed through outer space. How 
did these Sputniks get there? 
By rocket-powered missile—the 
vital subject of an exclusive ar- 
ticle in THE EXCHANGE Magazine 
for November. 

In “A U.S. Missile Maker Looks 
At Sputnik” Donald Douglas ex- 
plains the real significance of 
the Russian satellite, tells how 
our armed forces are integrat- 
ing rocket power into our de- 
fense system and then takes a 
look ahead at America in an age 
of rockets ... what it will mean 
to science and industry and how 
it will affect everything from 
the food on our table to the size 
of our cities and towns. 
Supplementing this look-ahead 
is a spot check on how the recent 
interest in missiles has affected 
common stock of 14 listed com- 
panies engaged in the missile 
program. 

These two reports illustrate the 
comprehensive coverage of ma- 
jor developments shaping our 
economy that you will find in 
THE EXCHANGE Magazine. Along 
with other articles by top com- 
pany officials, financial column- 
ists and analysists, they explain 
why THE EXCHANGE Magazine is 
so popular with new and experi- 
enced investors alike. In the 
same issue... 


Cash dividends set new record 


Industry by industry, THE 
EXCHANGE Magazine shows how 
companies listed on the New 
York Stock Exchange piled up 
record cash dividends in the first 
nine months of this year—more 
than six billion dollars. 

















Find out how many companies 
in each industry paid dividends, 
and how many have increased, 
decreased or maintained divi- 
dends unchanged compared with 
last year. 


The break in the market— 
how bad has it been? 


Compare for yourself the 
amount of the recent market de- 
cline with “sell offs” in the past. 
THE EXCHANGE Magazine con- 
trasts eight specific periods in 
stock market history from 
November 1929 to the present. 
This important sidelight to com- 
mon stock analysis is just what 
you might expect from THE 
EXCHANGE Magazine—just what 
readers want, too. 


How can a small investor 
diversify ? 


Some experts say diversification 
buying a number of common 
stocks in different industries 
is the key to a wise investment 
program. But THE EXCHANGE 
Magazine asks: what about the 
small investor or the person in- 
vesting only $50 or $100 a month 
through the Monthly Investment 
Plan? How can they diversify? 
If you’re wondering, you'll want 
to read “One Company ‘Invest- 
ment Trusts’.” 
You won’t want to miss any 
article in any issue of THE 
EXCHANGE Magazine! Begin now 
to enjoy and benefit by this 
crisply written magazine — for 
only $1 a year—by sending in the 
coupon below. Your subscription 
will start with the November is- 
sue, Sorry, THE EXCHANGE Mag- 
azine is not sold at newsstands. 


TE-8 

THE EXCHANGE Magazine, Dept. 7 
11 Wall Street, New York 5, N. Y. | 
Enclosed is $1 (check, cash, money | 
order). Please send me the next 12 issues | 
of THE EXCHANGE Magazine. | 
| 

NAME = | 
| 

ADDRESS_ = _ — = —— ; 
| 

SS — —- = STATE | 
a all 
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AREA RESOURCES BOOK 


explains why the 

















area we serve 
offers so much 
opportunity 
to industry. 


| Write for 
FREE 
COPY 
Box 899, 
Dept. $ 
Salt Lake 


UTAH POWER 


& LIGHT CO. 


Serving in Utah - Idaho 
Colorado - Wyoming 








Atlas Corporation 


33 Pine Street, New York 5, N.Y. 





Dividends declared on 
5% Cum. Preferred Stock 
and Common Stock 





* Preferred Dividend No. 6 
Regular quarterly of 25¢ 
per share 
Payable December 16, 1957 
Record date November 27, 1957 
* Common Dividend No. 64 
Regular quarterly of 15¢ 
per share 
Payable December 20, 1957 
Record date November 27, 1957 


WALTER A. PETERSON, 
Treasurer 








November 14, 1957 
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DIVIDEND NOTICE 


The Board of Directors has de- 
clared a quarterly dividend of 25¢ 
per share on the common stock of 
the Corporation, payable Dec. 1, 
1957 to shareholders of record on 
November 15, 1957. 

H. G. Horstman, President 
October 25, 1957 
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mediate future but the rapidly 
increasing sales of the company’s 
transistors should provide an 
offset. 

Garrett Corp. is the leading manu- 
facturer of high-altitude and high 
speed aircraft equipment with a 
good record of earnings, although 
about 77% of this company’s busi- 
ness is military. Its specialized 
work in high altitude equipment 
and the fact that it is well sit- 
uated in missile parts can offset 
any dire effects due to economy 
waves. 

Solar Aircraft has most of its sales 
in producing heat resistant parts 
for aircraft engines. The company 
faces a bleak future unless it can 
expand similar work in missiles. 
General Precision Equipment has 
about 70% of its sales in military 
business, which consists primarily 
of the production of components, 
systems, and equipment used by 
the Armed Services for fire con- 
trol, bombing, airborne naviga- 
tion or guidance and the like. 
With such a large percentage of 
sales volume in government con- 
tracts, there is a degree of uncer- 
tainty into the company’s outlook 
in these troubled times; but pros- 
pects in the missile field are im- 
proving. 

Bell Aircraft is a leading builder 
of helicopters and also turns out 
electronic equipment, rocket mo- 
tors, guided missiles, and bomber 
assemblies. Stretchouts will affect 
part of Bell’s subcontract work 
but missile work is expanding 
which will help. However declin- 
ing earnings are in prospect for 
this year. 

Rheem Manufacturing has about 
25% of its sales in military prod- 
ucts. The company has expanded 
its products line to include a large 
variety of items including a large 
volume of ordnance and aircraft 
components parts. The future of 
the company seems to be hazy at 
this juncture. 

Other companies like Bendix 
Aviation, Fairchild Camera & Instru- 
ment Corp., Avco Manufacturing, 
and American Machine & Foundry 
have interesting growth possibili- 
ties in the missile age. 

Bendix Aviation is a large and di- 
versified manufacturer producing 
automotive, aviation, electronic, 
and marine products. Heavy em- 
phasis on research and new prod- 
ucts enhances future growth. Al- 
though cutbacks in the military 
aircraft program will adversely 
affect the showing in this main 
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area of activities, it is expected 
that with cutbacks halted, the 
company will be able to restore its 
favorable record with the aid of 
research emphasis. 

Fairchild Camera & Instrument Corp. 
is showing signs of dynamic 
growth with earnings in a sharp 
uptrend and the formation of the 
Fairchild Semi-conductors Corp. 
This organization can be likened 
to the Ramo-Wooldridge affiliate 
of Thompson Products with em- 
phasis on research and develop- 
ment. Fairchild is participating in 
over a dozen missile programs and 
is making strides in developing 
aerial cameras which might well 
be used in a future satellite. 
Avco Manufacturing is engaged in 
development work on the Titan 
missile’s nose cone as well as other 
classified projects. 

American Machine & Foundry is 
supplying the Atlas’ internal 
power system as well as for the 
Thor. 

Thus the Pentagon’s big shift 
is having a far reaching effect on 
the whole industry. The airframe 
makers have been hit the hardest 
but a whole new list of newcomers 
have entered what was previously 
the realm of such romantic names 
as Sikorsky, Republic, Grumman 
and the like. —END 





Over Production 
and Surpluses 





(Continued from page 269) 


The late 1940s and early 1950s 
were a period of low additions to 
the supply, owing to rising costs 
of production. In the past, such 
a low rate of additions invariably 
was followed by a very substan- 
tial decline in commodity prices. 

In the words of the authors of 
the study, “the low additions of 
the forties and fifties would indi- 
cate that conditions are ripe for 
another dip in the roller coaster 
ride” of commodity prices. 

These studies, based on many 
years of research, suggest rather 
strongly the existence of a power- 
ful “outside” influence on com- 
modity prices that has been given 
little consideration in recent 
years. And, interestingly enough, 
these studies explain why com- 
modity prices did not decline 
sharply shortly after the end of 
World War II, as was so generally 
expected. The authors attribute 

(Please turn to page 316) 
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| earner a Semaee 
PHELPS DODGE 
|| CORPORATION 


The Board of Directors has 
declared a fourth-quarter divi- 
dend of Seventy-five Cents (75¢) 
per share on the capital stock 
of this Corporation, payable 
December 10, 1957 to stock- 
holders of record November 19, 
1957, making total dividends 
declared in 1957 of three dol- 
lars ($3.00) per $12.50 par 
value share. 





M. W. URQUHART, 
Treasurer. 


November 6, 1957 



































CHARLESTON, 
WEST VIRGINIA | 


DIVIDEND NOTICE 


A quarterly dividend of 50 
cents per share has been de- | 
clared on the Common Stock 
of this Company, payable | 
December 10, 1957, to 
stockholders of record at 
close of business on Novem- 
ber 26, 1957. 

C. H. McHENRY 

Secretary 
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Over-Production 
and Surpluses 





(Continued from page 314) 


the post war strength to the im- 
pact of the large increment in the 
world gold supply in the late thir- 
ties and early forties, following 
the rise in the price of the yellow 
metal. They also note ‘“‘when 
deflation failed to put in its ap- 
pearance after World War II, the 
field was fertile for development 
of new explanations of prices; 
and the crop has been bountiful.” 


Conclusion 


For the first time since the end 
of the war, business activity is 
tending to “level off” simultane- 
ously in practically all industrial- 
ized countries. Prices of goods 
have outrun consumer ability to 
pay, and inventories are mount- 
ing. The sharp expansion of in- 
dustrial capacity has outdistanced 
consumer demand for goods for 
the time being. Tight money and 
rising interest rates throughout 
much of the world are adding to 
the pressures on prices as re- 
flected by current supply-demand 
relationships. In addition, there is 
the historical evidence of the gold 
supply-price level sequence. 

There still are, to be sure, strong 
factors in our economy, but it 
would appear to be lacking in dis- 
cretion to overemphasize the 
strong points and disregard the 
mounting evidence that deflation- 
ary forces, for the time being at 
least, appear to be in the ascen- 
dancy. —END 





Profit and Income 





(Continued from page 289) 


regular rates by 29 companies, 
against 68 a year ago and 89 in 
October, 1955; and there were 
decreases or omitted payments in 
27 instances, compared with 10 
a year ago and 8 in 1955. There 
was shrinkage also in the number 
of October extras, both from 1956 
and 1955 levels. There is no 
change in our previously expressed 
view that the November-Decem- 
ber year-end extras, representing 
flood tide in such payments, will 
be on the lean side in number and 


more so in dollar total. 


Outlook 


What industries could earn more 
in 1958 than 1957? Probably elec- 
tric utilities, drugs, food stores, 
shipbuilding and tobacco. Possibly 
air lines, if they get a substantial 
boost in fares; makers of building 
materials largely for housing; bis- 
cuit bakers; dairy products; pack- 
aged foods; natural gas, assuming 
some rate increases and given nor- 
mally cool heating-season weather 
in the early and late 1958 months, 
whereas mild weather in much of 
the 1957 first quarter was an ad- 
verse factor in this year’s show- 
ing. 


Hard Going 


A better bond market is prob- 
ably ahead, but up to now demand 
for long-term capital funds re- 
mains heavy and official credit 
policy has not been relaxed. Bond 
yields remain no great distance 
under the year’s highest levels and 
are competitive with stock yields. 
On average, preferred-stock yields 
are at a new peak around 4.9%. 
These issues have normally made 
their lows after the bond market 
did. On a comparative basis, the 
allure of most stable-dividend in- 
come stocks is quite limited under 
these conditions. For instance, 
Beneficial Loan is on a 5.7% yield 
basis at present — but investors 
were recently offered debentures 
of this company on a yield of 
nearly 5.2%. To have much appeal 
at this time an income stock must 
have both a satisfactory current 
yield and fairly clear promise of 
higher earnings and dividends 
ahead. Not many meet these re- 
quirements. A few which do are 
Corn Products, Equitable Gas, 
National Dairy Products, National 
Biscuit, Public Service of Indiana, 
Reynolds Tobacco, Southwestern 
Public Service and Union Tank 
Car. —END 





Keeping Abreast 





(Continued from page 316) 


examination garments for clinics 
and hospitals and sterile drape 
sheets for operating rooms. The 
company said it is also working 
with Band & Oppenheimer Co., 
New York City, to investigate the 
new product’s potential in the 
garment industry. —END 
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TAKE CARE OF YOUR INVESTMENTS TODAY 


—So They Can Take Care of You Tomorrow 


(Important—To Investors With $70.000 or More!) 


= 

“le general market unsettlement of the 
past few months has served to underscore the 
fact that securities today need careful and 
continuous supervision by a capable staff of 
investment specialists. 


This is no time to follow a “do nothing” 
investment policy, which can prove so costly 
at a time when widespread changes are taking 
place in the activities. earnings and finances 
of leading. as well as secondary, companies. 

Yet, few investors have the time, special- 
ized training and experience . . . or the broad 
facilities and contacts . . . so essential to sue- 
cessful investment in a changing world. Most 
investors are too much occupied by their busi- 
ness, professional or personal affairs to learn 
of and interpret correctly the newest develop- 
ments bearing on their holdings. 


We believe the surest and most practical 
solution is Investment Management Service — 
which has successfully aided investors in mar- 
kets of every type to protect and build their 
capital and income . . . looking to future 
financial independence. 


Expert Analysis of Your Present Holdings: 


Our first step in serving you is to make a 
detailed report—analyzing your entire list— 
taking into consideration income, safety, di- 
versification, enhancement probabilities—to- 
day’s factors and tomorrow’s outlook. 


Issues to Hold and Advantageous Revisions: 


Definite counsel is given on each issue in 
your account... advising retention of those 
most attractive for income and growth... 
preventing sale of those now thoroughly liqui- 
dated and likely to improve. We will point out 
unfavorable or overpriced securities and 
make substitute recommendations in com- 
panies with unusually promising 1958 pros- 
pects and longer term profit potentials. 


Close Continuous Supervision of All Holdings: 


Thereafter—your securities are held under 
the constant observation of a trained, experi- 
enced Account Executive. Working closely 
with the Directing Board, he takes the initia- 
tive in advising you continuously as to the 
position of your holdings. It is never necessary 
for you to consult us. 


When changes are recommended, precise 
instructions as to why to sell or buy are given, 
together with counsel as to the prices at which 
to act. Alert counsel by first class mail or air 
mail and by telegraph relieves you of any 
doubt concerning your investments. 


Complete Consultation Privileges: 


You can consult us on any special invest- 
ment problem you may face. Our contacts and 
original research sometimes offer you aid not 
obtainable elsewhere—to help you to save—to 
make money. 


Help in Minimizing Your Taxes: 


We keep in mind the tax consequences of 
each transaction and help you to minimize 
your tax liability under the new tax provisions. 
(Our annual fee is allowed as a deduction 
from your income for Federal Income Tax 
purposes. considerably reducing the net cost 
to vou.) 


Annual Personal Progress Reports: 


Throughout the year we keep a complete 
record of each transaction as you follow our 
advice. At the end of your annual enrollment 
you receive our audit of the progress of your 
account showing just how it has grown iy 
value and the amounts of income it has pru- 
duced for you. 








J ull information on Investment Management Service is vours for the asking. Our rates are 
based on the present value of securities and cash to be supervised—so if you will let us know 
the present worth of your account—or send us a list of your holdings for evaluation—we shali 
be glad to quote an exact annual fee...and to answer any questions as to how our counsel 


can benefit you. 








INVESTMENT MANAGEMENT SERVICE 


4 division of THe MacazinE or WALL Street. A background of fifty years of service. 


90 BROAD STREET 


NEW YORK 4. N. Y 








MEET A 
LONG-DISTANCE 
“OPERATOR’’ 


Automation helps offset rising costs 
of natural gas operations 


This man and his pushbuttons help control 
the flow of natural gas from remote fields to 
3,000,000 households—each using, on the 


average, 70°; more gas than it did a decade ago. 


Automation contributes immeasurably to the 
efficient and economic operation of the 
Columbia Gas System. Microwave, radio, 
telemetering equipment, remote controls for 
regulates and compressor stations, and giant 
electronic computers are some of the modern 
instruments being used in the System, Other ., 
machines automatically prepare payrolls, 


dividend checks, and customers’ bills. 7 


Columbia has put the modern miraéle of 
automation to work for the more effieipnt 


distribution of the modern miracle fuel . . . 





natural gas. 





THE COLUMBIA 


COLUMBIA 
often SYSTEM, INC. 
- COLUMBIA GAS SYSTEM SERVICE CORPORATION 
120 East 41st Street, New York 17, N.Y. 


CHARLESTON GROUP: United Fuel Gas Company, Amere Gas Utilities Company, Atlantic Seaboard Corporation, Central Kentucky Natural Gas Company, 
Virginia Gas Distribution Corporation, Kentucky Gas Transmission Corporation. COLUMBUS GROUP: The Ohio Fuel Gas Company : 
PITTSBURGH GROUP: The Manufacturers Lightand Heat Company, ColumbiaGasof New York, Inc., Cumberland and Allegheny Gas Company Home Gas Company 











